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CITY OF NORFOLK, VIRGINIA
MANAGEMENT’S DISCUSSION AND ANALYSIS
June 30, 2005

The management of the City of Norfolk (the City) provides this narrative overview and
analysis of the financial activities of the City for the fiscal year ended June 30, 2005. As
readers, you are encouraged to read this discussion and analysis in conjunction with the
transmittal letter and City’s financial statement information included in this report.

Financial Highlights

e The assets of the City exceeded its liabilities at the close of fiscal year 2005 by
$787,841,392 (net assets). Of this amount, $140,431,922 (unrestricted net
assets) may be used to meet the government’s ongoing obligations to citizens
and creditors.

e The government’s total net assets decreased by $37,380,054, mostly attributed
to the increase in expenditures associated with public works and public safety
services.

e As of the close of the current fiscal year, the City’s governmental funds reported
a combined ending fund balance of $185,098,438, an increase of $7,444,438 in
comparison with the prior year. Approximately $61,392,991 is available for
spending at the government’s discretion (unreserved fund balance).

e At the end of the current fiscal year, unreserved fund balance for the general
fund was $54,007,242 or 12 percent of total general fund expenditures.

e The City's total outstanding bonded indebtedness increased by $55,403,229
during the current fiscal year.

Overview of the Financial Statements

This discussion and analysis are intended to serve as an introduction to the City’s basic
financial statements. The financial section of this report includes management’s
discussion and analysis, the basic financial statements, and required supplementary
information. The basic financial statements are comprised of three components: 1)
government-wide financials statements, 2) fund financial statements, and 3) notes to the
financial statements. This report also contains other supplementary information in
addition to the basic financial statements themselves.

Government-wide financial statements — The government-wide financial statements
are designed to provide readers with a broad overview of the City’s finances, in a
manner similar to a private-sector business.

The Statement of Net Assets presents information on all of the City’s assets and
liabilities, with the difference between the two reported as net assets. Over time,
increases or decreases in net assets may serve as a useful indicator of whether the
financial position of the City is improving or deteriorating.
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The Statement of Activities presents information showing how the government’s net
assets changed during the most recent fiscal year. All changes in net assets are
reported as soon as the underlying event giving rise to the change occurs, regardless of
the timing of related cash flows. Thus, revenues and expenses are reported in this
statement for some items that will only result in cash flows in future fiscal periods (e.g.,
uncollected taxes and earned but unused vacation leave).

Both of the government-wide financial statements distinguish functions of the City that
are mainly supported by taxes and intergovernmental revenues (governmental
activities) from other functions that are intended to recover all or a significant portion of
their cost through user fees and charges (business-type activities). The governmental
activities of the City include general government, public safety, highways and streets,
sanitation, economic development, public health, and culture and recreation. The
business-type activities of the City include Water Utility, Wastewater Utility and Parking
System enterprise activities.

The government-wide financial statements include not only the City itself (known as the
primary government), but also the following legally separate component units for which
the City is financially accountable: Norfolk Public Schools (School Board), Norfolk
Redevelopment and Housing Authority (NRHA), and the Norfolk Community Services
Board (CSB). Financial information for these component units is reported separately
from the financial information presented for the primary government and can be found
on pages 28-29 of this report.

Fund financial statements - A fund is a grouping of related accounts used to maintain
control over resources that have been segregated for specific activities or objectives.
The City, like other state and local governments, uses fund accounting to ensure and
demonstrate compliance with finance-related legal requirements. In the Basic Financial
Statements, the emphasis is on major funds. All of the funds of the City can be divided
into three categories: governmental funds, proprietary funds, and fiduciary funds.

Governmental funds are used to account for essentially the same functions reported
as governmental activities in the government-wide financial statements. However,
unlike the government-wide financial statements, governmental fund financial
statements focus on near-term inflows and outflows of spendable resources, as well as
on balances of spendable resources available at the end of a fiscal year. Such
information may be useful in evaluating the City’s near-term financing requirements.

Because the focus of governmental funds is narrower than that of the government-wide
financial statements, it is useful to compare the information presented for governmental
funds with similar information presented for governmental activities in the government-
wide financial statements. By doing so, readers can better understand the long-term
impact of the government’s near-term financing decisions. A reconciliation between the
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government-wide financial statements and the fund financial statements is included as
part of the basic financial statements.

The City maintains 15 individual governmental funds. Information is presented
separately in the governmental fund balance sheet and governmental fund statement of
revenues, expenditures, and changes in fund balance for the general, capital projects
and debt service funds, all of which are considered major funds. All other governmental
funds are combined in a single, aggregated presentation. Individual fund data for each
of the non-major funds are presented separately in the form of combining statements
elsewhere in this report.

The City adopts an annual budget for its various funds. To demonstrate compliance
with this budget, budgetary comparison statements have been provided in this report.

The basic governmental fund financial statements can be found in pages 19-22 of this
report.

Proprietary funds. The City maintains two types of proprietary funds: enterprise and
internal service.

The enterprise funds are used to account for its Water Utility, Wastewater Utility, and
Parking operations. Enterprise funds are used to report the same functions presented
as business-type activities in the government-wide financial statements.

Internal service funds are an accounting mechanism to accumulate and allocate costs
internally among the City’s functions. The City has two internal service funds, Fleet
Maintenance and Storehouse operations. Because, both of these services
predominantly benefit governmental functions, they are included within the
governmental activities in the government-wide financial statements.

Propriety funds provide the same type of information as the government-wide financial
statements, only in more detail. The proprietary fund financial statements provide
separate information for the Water, Wastewater Utilities and Parking operations, all of
which are considered major funds. Conversely, the internal service funds are combined
into a single, aggregated presentation in the proprietary fund financial statements.
Individual fund data for the internal service funds is provided in the form of combining
statements in this report.

The basic proprietary fund financial statements can be found on pages 23-25 of this
report.

Fiduciary funds are used to account for resources held for the benefit of parties
outside the City. The fiduciary funds for City include the City’s pension trust fund, the
Commonwealth of Virginia agency fund and another miscellaneous agency fund.
Fiduciary funds are not included in the government-wide financial statements because
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the resources of those funds are not available to support the City’s own programs. The
accounting used for fiduciary funds is much like that used in proprietary funds.

The fiduciary fund financial statements can be found in pages 26-27 of this report.

Notes to the financial statements. The notes provide additional information that is
essential for a full understanding of the data provided in the government-wide and fund
financial statements. The notes can be found on pages 30-82 of this report.

Other Information. In addition to the basic financial statements and accompanying
notes, this report also presents certain required supplementary information concerning
the City’s progress in funding its obligation to provide pension benefits to its employees.
Required supplementary information can be found in on pages 83 — 85 of this report.

The combining statements referred to earlier in connection with nonmajor governmental
funds and internal service funds are presented on pages 87 — 88 of this report.

Government-wide Financial Analysis

Over time, net assets may serve as a useful indicator of the City’s financial position. In
the case of the City, assets exceeded liabilities by $787,841,392.

By far, the largest portion of the City’s net assets, $640,621,328 is its investment in
capital assets (e.g., land, buildings, machinery, and equipment), less any debt related to
acquiring the asset in the most recent fiscal year that is still outstanding. These capital
assets are used to provide services to citizens and are not available for future spending.
Although the City’s investment in its capital assets is reported net of related debt, it
should be noted that the resources needed to repay this debt must be provided from
other resources, since the capital assets themselves cannot be used to liquidate these
liabilities.

An additional portion of the City’s net assets (16 percent) represent resources that are
subject to external restrictions on how they may be used. The remaining balance of
$140,431,922 of unrestricted net assets may be used to meet the City’s ongoing
obligations to citizens and creditors.
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City of Norfolk's Net Assets

Governmental Business-Type
Activities Activities Totals
2004 2004

2005 (As Restated) 2005 2004 2005 (As Restated)

Current and Other Assets $ 240,697,502 $ 223,964,209 $ 89,188,953 $ 82,660,404 $ 329,886,455 $ 306,624,613

Capital Assets 806,380,231 832,427,794 678,564,827 668,878,935 1,484,945,058 1,501,306,729

Total Assets 1,047,077,733  1,056,392,003 767,753,780 751,539,339 1,814,831,513 1,807,931,342

Long-Term Liabilities 506,304,607 481,397,730 471,110,628 411,269,826 977,415,235 892,667,556

Other Liabilities 38,538,767 29,124,768 11,036,119 60,917,572 49,574,886 90,042,340

Total Liabilities 544,843,374 510,522,498 482,146,747 472,187,398 1,026,990,121 982,709,896

Net Assets:

Invested in Capital Assets

Net of Related Debt 403,577,259 406,303,814 237,044,069 223,017,874 640,621,328 629,321,688

Restricted 6,788,142 55,785,567 36,041,152 6,788,142 91,826,719

Unrestricted 91,868,958 83,780,124 48,562,964 20,292,915 140,431,922 104,073,039

Total Net Assets $ 502,234,359 $ 545,869,505 $ 285,607,033 $279,351,941 $ 787,841,392 $ 825,221,446

For governmental activities, net assets decreased by $43,635,146, during the current

fiscal year.

For business-type activities, net assets increased by $6,255,092 during the fiscal year.
Of this amount, ($3,793,880), $8,067,476 and $1,981,496 are attributed to Water Utility,

Wastewater Utility and Parking Operations, respectively.

Key elements of these changes are demonstrated on the following page:
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City of Norfolk's Net Assets

Governmental Business-Type
Activities Activities Totals
2004 2004
2005 (As Restated) 2005 2004 2005 (As Restated)
Revenues:
Program Revenues
Charges for Senices $ 29,129,154 $ 31,341,945 $ 103,390,264 $100,951,443 $ 132,519,418 $ 132,293,388
Operating Grants & Contributions 116,399,391 105,466,037 - - 116,399,391 105,466,037
Capital Grants & Contribtuions - - 204,673 - 204,673
General Revenues: - -
Property Taxes 193,156,109 181,445,717 - - 193,156,109 181,445,717
Other Taxes 150,477,469 140,674,823 - - 150,477,469 140,674,823
Grants and Contributions not - -
restricted for specific purposes 68,219,143 77,600,631 - - 68,219,143 77,600,631
Other 11,133,781 17,702,325 4,494,243 4,594,357 15,628,024 22,296,682
Special Items 2,277,190 - - - 2,277,190 -
Total Revenues 570,792,237 554,231,478 107,884,507 105,750,473 678,676,744 659,981,951
Expenses:
General Government 74,344,364 86,081,115 - - 74,344,364 86,081,115
Judicial Administration 40,319,294 36,635,368 - - 40,319,294 36,635,368
Public Safety 107,530,829 99,975,187 - - 107,530,829 99,975,187
Public Works 144,437,907 124,833,215 - - 144,437,907 124,833,215
Health and Public Assistance 84,172,798 77,668,062 - - 84,172,798 77,668,062
Culture and Recreation 46,267,573 42,495,095 - - 46,267,573 42,495,095
Community Development 16,973,721 10,471,367 - - 16,973,721 10,471,367
Education 91,864,910 90,020,000 - - 91,864,910 90,020,000
Interest on Long-Term Debt 18,515,987 17,460,908 - - 18,515,987 17,460,908
Intergovernmental - 6,140,043 - - - 6,140,043
Water Utility - - 60,207,309 60,069,129 60,207,309 60,069,129
Wastewater Utility - - 12,026,226 11,753,512 12,026,226 11,753,512
Parking - - 19,395,880 16,868,886 19,395,880 16,868,886
Total Expenses 624,427,383 591,780,360 91,629,415 88,691,527 716,056,798 680,471,887
Increase (decrease) in Net Assets
before Transfers (53,635,146) (37,548,882) 16,255,092 17,058,946 (37,380,054) (20,489,936)
Transfers 10,000,000 10,000,000 (10,000,000)  (10,000,000) - -
Increase (decrease) in Net Assets (43,635,146) (27,548,882) 6,255,092 7,058,946 ¥ (37,380,054)7  (20,489,936)
Net Assets Beginning of Year ¥ 545,869,505 7 573,418,387 4 279,351,941 272,292,995 825,221,446 845,711,382
Net Assets End of Year $ 502,234,359 $ 545,869,505 $ 285,607,033 $279,351,941 $ 787,841,392 $ 825,221,446

Governmental Activities. Property taxes and other tax revenues increased 6.68
percent to $343,633,578 and comprise 60 percent of total governmental revenues.

Operating grants and contributions for governmental activities ended the fiscal year at
$116,399,391 an increase of $10,933,354 over the prior year. Grants and contributions
not restricted for specific programs represent intergovernmental grants and
contributions from State and federal agencies. At fiscal year end, the City reported
$68,219,143 in grants and contributions not restricted for specific programs.

Depreciation expense for governmental activities of $65,214,991 contributed to the
overall reduction in net assets.
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Business-type Activities. Business-type activities increased the City’s net assets by
$6,255,092. Key elements of this increase are as follows:

Charges for services for business-type activities increased by 2.42 percent. The
Water and Wastewater Utility funds account for a significant portion of this
increase. As part of the City’s utility rate plan to improve utility infrastructure
throughout the City, the Water and Wastewater Utility rates were increased by
$0.25/100 cubic feet and $0.30/100 cubic feet, respectively. Water consumption
did not increase appreciably during the fiscal year.

Miscellaneous revenues declined by 20.91 percent primarily attributable to a
decline in federal reimbursements associated with expenses incurred in 2003 as
a result of Hurricane Isabel.

Expenses increased by 3.3%. Personal services increased as a result of general
wage increases and retirement and other benefit cost increases. The Parking
operations also experienced personnel cost increases associated with expansion
of the City’s Cruise Terminal operations and the provision of parking services for
passengers.

Losses on the disposal of assets increased by approximately $891,000. The loss
was primarily the result of the disposal and replacement of the City’s Freemason
Street Garage.
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Revenues by Source - Business-type Activities
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Financial Analysis of the Government’s Funds

As previously noted, the City uses fund accounting to ensure and demonstrate
compliance with finance-related legal requirements.

Governmental Funds - the focus of the City’s governmental funds is to provide
information on near-term inflows, outflows, and balances of spendable resources. This
information is useful in assessing the City’s financing requirements. In particular,
unreserved fund balance may serve as a useful measure of a government’s net
resources available for spending at the end of the fiscal year.

At the end of the current fiscal year, the City’s governmental funds reported combined
ending fund balances of $185,098,438, of which $123,705,447 is reserved. That portion
of fund balances that is not available for new spending because it has already been
committed to 1) liquidate contracts and purchase orders of the prior period
($68,683,389), 2) to generate income to pay for the perpetual care of the municipal
cemetery ($5,979,580), and 3) for a variety of other restricted purposes ($49,024,478).
The remaining $61,392,991 is available for spending at the government’s discretion.

The City’s primary governmental fund is its general fund. As a matter of fiscal policy,
the City targets an unreserved fund balance of five percent of the general government’s
and School Board's annual operating budgets, or $35,052,179 at June 30, as a
minimum amount each year that will remain in fund balance. In addition, the City
designated $8,728,960 million of its fund balance for future expenditures related to a

11
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potential general economic downturn and for its self-insured worker's compensation and
general liability programs.

For the general fund, on the budgetary basis of accounting, the City ended the fiscal
year with revenues slightly above projections by $2,439,852. Total expenditures were
less than appropriations by $18,017,021 mostly attributed unspent additional
appropriations provided to the School Board from the Commonwealth of Virginia.
These unspent appropriations were appropriated as a cash contribution to the City’s
Capital Improvement Program in fiscal year 2006 to assist in the construction of two
new elementary schools.

General fund financial and budgetary highlights of the 2005 fiscal year include:

As a result of a strong housing and commercial property markets, general
property tax revenues and state reimbursements of personal property taxes
exceeded budgetary projections by $3,134,504;

Other Local tax collections exceeded budgetary projections by $4,903,974;

As a result of rising interest rates revenues from interest earnings exceeded
budgetary expectations by $1,903,368;

Reduced revenues from the State for public assistance grants were offset by
local spending reductions;

Interfund transfers were less than anticipated primarily as the result of a planned
sale of a City lake not occurring by the end of the fiscal year; and

On September 18, 2003, the City experienced the most powerful storm to hit the
City since 1933, Hurricane Isabel. Although the City is currently appealing a
number of federal claims determinations by the Federal Emergency Management
Agency (FEMA), the City in its General Fund wrote off $3.1 million of federal
disaster reimbursement claims since the anticipated collection did not meet the
availability accrual requirement.

Supplemental appropriations or amendments of the total 2005 general fund budget

were:

Approved FY 2004-2005 budget $ 700,617,600

Supplemental appropriations from general fund fund balance:
Additional funds allocated to Attucks Theatre reconstruction 202,000
Additional funds fromthe Commonwealth of Virginia for Road Maintenance 223,981
Final budget $ 701,043,581

Proprietary Funds - the City’s proprietary funds provide the same type of information
found in the government-wide financial statements, but in more detalil.
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Factors concerning the finances of these funds have already been addressed in the
discussion of the City’s business-type activities.

Capital Asset and Debt Administration

Capital Assets - the City’s investment in capital assets, net of related debts, for its
governmental and business-type activities as of June 30, amounts to $640,621,328.
The investment in capital assets includes land, buildings, improvements, infrastructure
(streets, roads, bridges, highways, etc) machinery, and equipment. Infrastructure assets
represent approximately 43 percent of total general governmental assets.

Major capital asset events during the current fiscal year include the following:

e Construction related to infrastructure for the Broad Creek Renaissance Hope VI
project progressed. As of June 30, the City has invested $5.7 million in
infrastructure improvements; Replenishment of the City’s beaches from beach
erosion progressed. During the year, the City spent $4.5 million on such
improvements;

e Construction of the Lambert's Point Golf Course neared completion. Current
year expenditures were $2.1 million;

e Construction of Norview High School neared completion. Current year
expenditures were $5.6 million;

e Water and Wastewater Utility construction progressed in accordance with the
City’s consent orders with the Federal Department of Environmental Quality; and

e The Freemason Street Garage along Boush Street was completed.

City of Norfolk's Capital Assets
(net of accumulated depreciation)

Governmental Business-Type
Activities Activities Totals
2004 2004 2004
2005 (As Restated) 2005 (As Restated) 2005 (As Restated)
Land $ 33,451,056 $ 27,337,486 $ 49,636,308 $ 42,290,858 $ 83,087,364 $ 69,628,344
Buildings & Equipment 345,498,753 350,037,812 628,928,519 626,588,077 974,427,272 976,625,889
Improvements other than Buildings 9,999,523 10,512,188 - 9,999,523 10,512,188
Construction in Progress 71,690,426 60,727,669 - - 71,690,426 60,727,669
Infrastructure 345,740,473 383,812,639 - - 345,740,473 383,812,639
Total $ 806,380,231 $832,427,794 $ 678,564,827 $ 668,878,935 $ 1,484,945,058 $ 1,501,306,729

Additional information on the City’s capital assets can be found in Note VII on pages 49-
51 of this report.

Long-term Debt — At June 30, 2005 the City (including the enterprise funds) had total
bonded debt outstanding of $894,113,128. Of this amount, $421,008,476 comprises
debt backed by the full faith and credit of the City. The remainder of the City’s debt
represents bonds secured solely by specified revenue sources (i.e., revenue bonds).

A summary of the City’s outstanding bonded debt is as follows:
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City of Norfolk's Long-Term Debt

Governmental Business-Type
Activities Activities Totals
2005 2004 2005 2004 2005 2004
General Obligation Bonds $421,008,476 $ 385,609,976 $ 90,415,652 $ 87,635,923 $511,424,128 $ 473,245,899
Revenue Bonds - - 382,689,000 365,464,000 382,689,000 365,464,000
Total $421,008,476 $ 385,609,976 $473,104,652 $ 453,099,923 $894,113,128 $ 838,709,899

The City’s total debt increased by $ 55,403,229 (6.61 percent) during the current fiscal
year. The primary factors for this increase were from the following bond issues:
e $59,320,000 in general obligation bonds to fund various capital improvements;
e $17,855,000 in parking revenue bonds to fund the construction and acquisition of
new parking facilities;
e $22,810,000 in water revenue bonds to fund various water related capital
improvements;
e $13,015,000 in wastewater general obligation bonds to fund various wastewater
related capital improvements; and
e $1,775,000 in general obligation property acquisition bonds.

During the current fiscal year, the City refinanced some of its existing obligations to take
advantage of favorable interest rates:

e $35,035,000 in general obligation bonds to refinance previously outstanding
general obligations bonds. The result is expected to be a decrease in debt
service payments over the life of the bonds by $620,131;

e $19,745,000 in parking revenue bonds which is expected to decrease debt
service payments over the life of the bonds by $1,002,844; and another

e $26,045,000 in parking revenue bonds which is expected to decrease debt
service payments over the life of the bonds by $2,034,844.

The City also took advantage of the opportunity to purchase a surety and release a
water revenue bond debt service reserve fund previously funded with bond proceeds.
The use of these previously issued bond proceeds to pay for future construction
requirements enabled the City to reduce its water revenue bond issue by $12,943,829
and resulted in a reduction of planned future debt service requirements of $11.9 million
over the life of the bonds (assuming interest rates in effect on the date of the bond sale).

Ratings for the City’s general obligation and water revenue bond programs are as
follows:

Fitch Ratings Moody’s Investors
Bonding Program Standard and Poor’s || Service

General Obligation | AA AA Al
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| Water Revenue | AA | AA | A1 |

The rating for the water revenue bond program represents a ratings upgrade from
Standard and Poor’s from a AA- to AA. The parking revenue bonds do not maintain an
underlying credit rating.

State statutes limit the amount of general obligation debt a city may issue without
referendum to 10 percent of its total assessed valuation. The current debt limitation for
the City is $1,096,081,242 which is significantly in excess of the City’s general
obligation debt outstanding.

Additional information on the City’s long-term debt can be found in Note VIII on pages
51 —63 of this report.

Economic Factors and Next Year’'s Budgets and Rates

e The commercial and housing property markets continue to expand at record
levels. For the 2006 fiscal year it is anticipated that taxable assessments of real
property will increase by 16.8 percent;

e Other local taxes continue to increase reflecting the renaissance in not only
downtown Norfolk, but the community as a whole. The following reflects major
other tax growth projections:

0 Sales Tax —4.3% increase
o Hotel and Motel Tax — 7.9% increase
0 Restaurant food taxes — 5.7% increase;

e Parking revenues continue to reflect positive growth from a growing downtown;

e Rate increases for both the Water and Wastewater utility funds provide
necessary funding to finance capital improvements;

All of these factors were considered in preparing the City’s budget for the 2006 fiscal
year.

During the year the City’s unreserved General Fund balance was $ 54,007,242. The
City has appropriated $2,759,300 of this amount for use in the 2006 fiscal year budget.

The following represents changes in major tax rates and fees for the 2006 fiscal year:

Description FY 2006 Approved FY 2005 Approved

Real Estate Property Tax | $1.35/$100 Assessed $1.40/$100 Assessed
Value Value

Refuse Disposal - $23.26/unit/month $19.35/unit/month

Business

Refuse Disposal —

Residential/Single Unit $12.75/Unit/Month $10.45/Unit/Month

Wastewater Fees $2.57/100 Cubic Feet $2.47/100 Cubic Feet
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| Water Fees | $3.26/100 Cubic Feet | $3.01/100 Cubic Feet

Requests for Information

This financial report is designed to provide a general overview of the City’s finances for
all those with an interest. Questions concerning any of the information provided in this
report or requests for additional information should be addressed to the Director of
Finance and Business Services, 810 Union Street, Suite 600, Norfolk, Virginia, 23510.
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CITY OF NORFOLK, VIRGINIA
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Summary of Significant Accounting Policies
A. Financial Reporting Entity Information

The City of Norfolk (the “City”) was incorporated February 13, 1845 and operates
under a charter adopted February 7, 1918, which mandates a Council-Manager form
of government. The City and its component units provide the following municipal
services to approximately 241,727 residents, as authorized by its charter or code:
public safety, highway and street maintenance, water production and quality, solid
waste management, wastewater treatment, cultural and parking facilities,
environmental storm water management, public health, social programs, parks and
recreation, public education, public improvements, planning and zoning code
enforcement, public libraries, and general administration.

Blended Component Unit: The Employees' Retirement System of the City of Norfolk
(ERS) has a nine-member Board of Trustees. Seven members are appointed by the
City Council. The City Manager and Director of Finance are ex-officio members.
The ERS is the administrator of a single-employer noncontributory defined benefit
plan that covers substantially all employees of the City of Norfolk, excluding School
Board employees and certain employees of the Constitutional Officers covered by the
Virginia Supplemental Retirement System, as authorized by Section 143(a) of the
City Charter. The ERS was established and placed under the management of the
Board of Trustees for the purpose of providing retirement and death benefits as
authorized by the provisions of Chapter 37 of the Norfolk City Code. The City makes
its contributions, in conjunction with investment earnings of the ERS, to provide the
funding for pension benefits and administrative costs.

Discretely Presented Component Units: Although legally separate entities are in
substance part of the City’s operations, each discretely presented component unit is
reported in a separate column in the government-wide financial statements to
emphasize that it is legally separate from the government. The component units
discussed below are included in the City's financial reporting entity due to their
financial relationships with the City.

The School Board of the City of Norfolk (School Board), which has seven members, is
the operating body that establishes the educational and financial programs and
policies for the City’s public school system. School Board members are appointed by
the City Council. The City levies taxes for its operation, issues bonds or enters into
capital leases for its capital requirements and approves its annual operating budget.
The School Board of the City of Norfolk is comprised of the School Operating Fund,
Capital Project Fund, Child Nutrition Fund, the School Special Revenue Funds and
the School Board Agency Funds.
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The Norfolk Redevelopment and Housing Authority (NRHA), a political subdivision
of the Commonwealth, was created by the City on July 30, 1940 under the provisions
of the United States Housing Act of 1937. NRHA provides subsidized public housing
and administers redevelopment and conservation efforts within the City in accordance
with State and federal legislation. The seven members of the Board of
Commissioners are appointed by City Council. NRHA is responsible, through a
contract with the City, for the administration of such activities as community
development and urban renewal. NRHA develops its operating budget without
approval from City Council and executes contracts on its own behalf. NRHA is
responsible for its own fiscal matters as it maintains its own book of accounts, is
audited annually by independent accountants it engages, and has authority over
earnings, deficits and monies other than City contract funds. The City contracts with
NRHA to complete specific projects, generally capital improvement projects. NRHA
is considered to be a component unit of the City’s reporting entity primarily due to its
financial relationship.

In 1997, the City entered into a supplemental cooperation agreement with NRHA to
assist in the financing and construction of the Nordstrom Store, in the MacArthur
Center regional shopping mall.  The construction of the Nordstrom’s Store was
financed with a loan partially secured by ground rental and store rental payments.
The loan is further secured by a pledge of the City, subject to an appropriation of City
Council, to fund any deficits in meeting annual debt service requirements.

The Norfolk Community Services Board (CSB) was created in 1969 by a resolution of
the City Council. It is to provide mental health, mental retardation, and substance
abuse services to residents of the City of Norfolk. The CSB is composed of 15
members appointed by City Council. City Council approves the CSB's annual
operating budget.

Complete financial statements of the individual component units can be obtained
from their respective administrative offices:

The City of Norfolk Retirement Board
810 Union Street, City Hall Bldg. Rm. 309
Norfolk, Virginia 23510

The School Board of the City of Norfolk
800 East City Hall Avenue

P O Box 1357

Norfolk, Virginia 23501-1357
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The Norfolk Redevelopment & Housing Authority
201 Granby Street
Norfolk, Virginia 23501

The Norfolk Community Services Board
Board Administration

248 West Bute Street

Norfolk, Virginia 23510-1404

. Government-wide and Fund Financial Statements

The government-wide financial statements (i.e., the Statement of Net Assets and the
Statement of Activities) report information on all of the nonfiduciary activities of the
primary government and its component units. Governmental activities, which
normally are supported by taxes and intergovernmental revenues, are reported
separately from business-type activities, which rely to a significant extent on fees and
charges for support. Likewise, the primary government is reported separately from
certain legally separate component units for which the primary government is
financially accountable.

The statement of activities demonstrates the degree to which the direct expenses of a
given function or segments are offset by program revenues. Direct expenses are those
that are clearly identifiable with a specific function or segment. Program revenues
include 1) charges to customers or applicants who purchase, use, or directly benefit
from goods, services, or privileges provided by a given function or segment and 2)
grants and contributions that are restricted to meeting the operational or capital
requirements of a particular function or segment. Taxes and other items not properly
included among program revenues are reported instead as general revenues.

Separate financial statements are provided for governmental funds, proprietary funds,
and fiduciary funds, even though the latter are excluded from the government-wide
financial statements. Major individual governmental funds and major individual
enterprise funds are reported as separate columns in the fund financial statements.

The City reports the following major governmental funds:

The General Fund is the government’s primary operating fund. It accounts for all
financial resources of the general government, except those required to be accounted
for in another fund.

The Debt Service Fund accounts for the resources accumulated and payments made

for principal and interest on long-term debt obligations of governmental funds and
proprietary funds.

35



CITY OF NORFOLK, VIRGINIA
NOTES TO BASIC FINANCIAL STATEMENTS
June 30, 2005

The Capital Projects Fund accounts for the acquisition and construction of major
capital facilities of the City, some of which are also used by the School Board.

The City reports the following major proprietary funds:

The Water Fund accounts for the activities of the City’s water treatment plant
distribution systems.

The Wastewater Fund accounts for the activities of the City’s sewage pumping
stations and collection systems.

The Parking Facilities Fund accounts for the activities of the City’s owned parking
facilities.

Additionally, the City reports the following fund types:

Internal Service Funds account for the City’s Storehouse operations and fleet
management services provided to other departments or agencies of the City on a cost
reimbursement basis.

The Pension Trust Fund accounts for the activities of the Employee’s Retirement
System, which accumulates resources for pension benefit payments to qualified
employees.

The Permanent Fund is used to report resources that are legally restricted to the
extent that only the interest may be used to support the City’s cemetery operations.

The Agency Funds account for monies held in a fiduciary capacity.
. Measurement Focus, Basis of Accounting and Financial Statement Presentation

The government-wide financial statements are reported using the economic resources
measurement focus and the accrual basis of accounting, as are the proprietary fund
financial statements. Fiduciary fund financial statements do not have a measurement
focus. Revenues are recorded when earned and expenses are recorded when a
liability is incurred, regardless of the timing of related cash flows. Property taxes are
recognized as revenues in the year for which they are levied. Grants and similar
items are recognized as revenue as soon as all eligibility requirements imposed by the
provider have been met. The City’s discretely presented component units are also
included in the government-wide financial statements utilizing the same basis of
accounting.

Governmental fund financial statements are reported using the current financial
resources measurement focus and the modified accrual basis of accounting. Under
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this method, revenue and related assets are recorded when they become susceptible to
accrual, that is, when they become both measurable and available. Revenues are
considered to be available when they are collected within the current period or soon
enough thereafter to pay liabilities of the current period. For this purpose, the City
generally considers revenues, except for grant revenues, to be available if they are
collected within 60 days of the end of the fiscal year. Real and personal property
taxes are recorded as receivables when levied and billed, which corresponds with the
fiscal year for which the taxes have been levied, net of allowances for uncollectible
accounts. In compliance with Section 2.9, Uniform Financial Reporting Manual for
Virginia Counties and Municipalities, property taxes due and collected within 45 days
after June 30 are recognized as revenue; those not collected within 45 days after year—
end are reported as deferred revenue. Items such as license fees, permit fees and fines
are recorded as revenue when received. Intergovernmental revenue, consisting
primarily of federal, state and other grants for the purpose of funding specific
expenditures, is recognized at the time the specific expenditures expected to be
financed by this revenue are made. Revenue from general purpose grants is
recognized during the entitlement period.

Major sources of governmental funds susceptible to accrual include the following:

= Real property taxes = Revenue from the Commonwealth
e Shared
= Personal property taxes expenses
= Sales and use taxes e Categorical aid
= Consumer utility taxes = Revenue from the federal government
= Environmental storm water
billings

Expenditures, other than interest on general long-term obligations, are recorded as the
related fund liabilities when incurred. Interest on general long-term obligations is
recognized when due.

Private-sector standards of accounting and financial reporting issued prior to
December 1, 1989, generally are followed in both the government-wide and
proprietary fund financial statements to the extent that those standards do not conflict
with or contradict guidance of the Governmental Accounting Standards Board.
Governments also have the option of following subsequent private-sector guidance
for their business-type activities and enterprise funds, subject to this same limitation.
The government has elected not to follow subsequent private-sector guidance.

As a general rule the effect of interfund activity has been eliminated from the
government-wide financial statements. Exceptions to this general rule are payments-
in-lieu of taxes and other charges between the City’s proprietary funds and various
other functions of the government. Elimination of these charges would distort the
direct costs and program revenues reported for the various functions concerned.
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Amounts reported as program revenues include 1) charges for services, 2) operating
grants and contributions, and 3) capital grants and contributions. Internally dedicated
resources are reported as general revenues rather than as program revenues.
Likewise, general revenues include all taxes.

Proprietary funds distinguish operating revenues and expenses from nonoperating
items. Operating revenues and expenses generally result from providing services and
producing and delivering goods in connection with a proprietary fund’s principal
ongoing operations. The principal operating revenues and expenses of the City’s
Water, Wastewater and Parking enterprise funds, and of the City’s internal service
funds are charges to customers for sales and services, administrative and interest
expenses, and depreciation on capital assets. Revenues and expenses not meeting this
definition are reported as nonoperating revenues and expenses.

When both restricted and unrestricted resources are available for use, it is the
government’s policy to use restricted resources first, then unrestricted resources as
they are needed.

D. Budgets and Budgetary Accounting

An operating budget is adopted each fiscal year for the General Fund, Water Utility
Fund, Wastewater Utility Fund, Parking Facilities Fund, Storm Water Special
Revenue Fund, Nauticus Special Revenue Fund, Cemeteries Special Revenue Fund,
Emergency Operations Center Special Revenue Fund, Golf Special Revenue Fund,
Towing Special Revenue Fund, Capital Projects Fund and Internal Service Funds.
All funds are under formal budgetary control.

No less than 60 days before the end of the fiscal year, the City Manager must submit
to the City Council, a proposed operating budget for the fiscal year commencing the
following July 1. The operating budget includes proposed expenditures and the
means of financing them. A public hearing is conducted. Then, on or before July 1,
the budget is legally enacted through adoption of an ordinance. The property taxes
included in the budget become a lien on real properties on July 1.

The ordinance for the annual operating budget appropriates funds by department.
Additional budgetary controls are exercised administratively, both on an
appropriation unit basis over parts, all, or any combination of object categories
(budgetary account groups such as: (1) personal services; (2) materials, supplies and
repairs; (3) general operations and fixed charges; (4) equipment; (5) public
assistance; and (6) all purpose appropriations), as well as on a line item basis over
individual objects (budgetary accounts). The City Manager is authorized to transfer
money within a fund without further approvals by City Council.

38



CITY OF NORFOLK, VIRGINIA
NOTES TO BASIC FINANCIAL STATEMENTS
June 30, 2005

The School Board manages and controls all funds made available for public
purposes by the City Council. In accordance with the Code of Virginia, the School
Board has exclusive authority to expend funds within the total amounts appropriated
by City Council.

Consistent with the enabling ordinance, the (Schedules of Revenues and
Expenditures — Budget and Actual) of the General Fund presented in Exhibit E
include the revenues and expenditures - budget and actual of the School Board.

A reconciliation of revenues and expenditures reported in accordance with
accounting principles generally accepted in the United States (GAAP) and those
presented in accordance with non-GAAP budgetary basis, for the general fund, can
be found following Exhibit E-2. The budgets for the enterprise funds and internal
service funds are prepared on a basis generally consistent with accounting principles
generally accepted in the United States of America.

With the exception of Capital Projects and Grant appropriations, unencumbered
annual appropriations lapse at the end of the fiscal year. City Council may authorize
supplemental appropriations to the operating budgets during the fiscal year.
Budgeted amounts as reported in the financial statements represent the original
appropriations, and all supplemental adjustments or appropriations.

City Council adopts a capital improvement budget on a project basis. As in the case
of the General Fund budget, these budgets are submitted by the City Manager, public
hearings are held and the budgets are legally enacted through adoption of an
ordinance. Appropriations for these budgets continue until the purpose of the
appropriation has been fulfilled. Amendments to these budgets are affected by City
Council.

Deposits and Investments

The City’s cash and cash equivalents include cash on hand, demand deposits, and
short term investments with original maturities of the three months or less from the
date of acquisition.

Investments statutes authorize the City and the School Board to invest in obligations
of the United States or agencies thereof, obligations of the Commonwealth of
Virginia or political subdivisions thereof, obligations of the International Bank for
Reconstruction and Development (World Bank) and Asian Development Bank,
commercial paper rated A-1 by Standard and Poor's Corporation or P-1 by Moody's
Commercial Paper Record, bankers' acceptances, repurchase agreements and the
State Treasurer's Local Government Investment Pool (LGIP). The fair value of the
LGIP is the same as the value of the pool shares. The LGIP is not registered with
the Securities and Exchange Commission (SEC) as an investment company, but
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maintains a policy to operate in a manner consistent with the SEC’s Rule 2a7 of the
Investment Company Act of 1940. The external investment pool is administered by
the Treasury Board of Virginia. The Pension Trust Fund is authorized to invest in
common stocks.

Investments of the City as well as its component units are stated at fair value. Short-
term investments are recorded at cost, which approximates fair value. Securities
traded on a national securities exchange are valued at the last reported sales price on
the last business day of the System’s fiscal year. Purchases and sales of securities
traded but not yet settled at year-end are recorded as due to broker for securities
purchased and due from broker for securities sold, respectively. Other investments
are stated at their fair value; these investments are reported in the accompanying
financial statements as cash and cash equivalents, unless the original investment
period exceeded three months, in which case they are reported as investments.

F. Restricted Assets

Restricted assets are those whose use is subject to externally imposed constraints
such as creditors through debt covenants, grantors or laws or regulations of other
governments.

G. Notes Receivable

Notes receivable reported in the governmental funds represent assets are offset by a
reservation of fund balance in the fund financial statements since funds do not meet
the availability criteria.  Payments on these balances will be recognized as revenue
as they are received.

H. Interfund Transactions

During the normal course of operations, the City has numerous transactions between
funds, including expenditures and transfers of resources to provide services,
construct assets and service debt. The accompanying fund financial statements
generally reflect such transactions as transfers.

Internal service funds record charges for services to all City departments and funds
as operating revenue. All City funds record these payments to the internal service
funds as operating expenditures or expenses. Since internal service funds generally
support governmental activities rather than business-type activities, they are
consolidated with the governmental funds in the government-wide financial
statements. A discrete presentation of the City’s internal service funds can be found
in the “Other Supplementary Information” section of this document.
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The General Fund provides administrative services to enterprise funds and internal
service funds. Charges for these services are treated as operating expenses by the
enterprise and internal service funds and as revenue by the General Fund in the fund
financial statements.

Inventories

Inventories are stated at cost, using either the first-in, first-out, or the moving
average method. Inventories in the governmental funds consist of expendable
supplies held for consumption for which the cost is recorded as an expenditure when
acquired, i.e., the "purchase method." Reported inventories in the governmental
funds are offset by a fund balance reserve, indicating they are not currently available
expendable resources. Proprietary funds expense inventories when consumed.

Capital Assets

Capital assets, which include property, plant, equipment, and infrastructure assets
(e.g., roads, bridges, sidewalks, and similar items), are reported at historical cost less
accumulated depreciation in the applicable governmental or business-type activities
column in the government-wide financial statements and in proprietary funds.
Capital assets are defined by the City’s Capitalization Policy as assets with an initial,
individual cost of more than $2,000 and an estimated useful life greater than one
year. Capital outlays of governmental funds are recorded as expenditures at the time
of purchase and are not capitalized in the governmental funds. However, they are
capitalized in the government-wide statement of governmental activities. Where
historical cost records are not available, assets are recorded at estimated historical
cost. Gifts or donated fixed assets are recorded at their estimated fair value on the
date received. In the enterprise and internal service funds, interest costs incurred on
funds borrowed for construction projects are capitalized net of interest earned on the
temporary investment of the unexpended portion of those funds. When an asset is
retired or otherwise disposed of, the related cost and accumulated depreciation are
eliminated and any resulting gain or loss is reflected as nonoperating revenue or
expense.

The cost of normal maintenance and repairs that do not add to the value of the asset
or materially extend assets lives are not capitalized.

Capital assets purchased by enterprise and internal service funds are stated at cost,
less accumulated depreciation.

Capital assets of the primary government, as well as the component units, are
depreciated using the straight line method over the following estimated useful lives:
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Governmental Enterprise Internal Service
Funds Funds Funds
(In years)

Building and improvements 40 10-75 40-50
Improvements other than buildings 15-25 10-99 15
Warehouse equipment and fixtures - - 7-10
Transmission and distribution mains - 50-99 -
Service meters and meter installation - 35-50 -
Pumping and other water/wastewater equipment - 10-30 -
Vehicles and garage equipment 4-10 4-10 4-25
Data processing equipment 5-10 5-10 5-10
Furniture, fixtures and equipment 3-25 3-25 3-20

K. Compensated Absences

It is the City’s and School Board’s policy to permit employees to accumulate earned
but unused vacation and sick pay benefits. Vacation leave is fully vested when
earned by City employees. Sick leave does not vest for City employees; however,
upon retirement, City employees receive credit for each day of accumulated sick
leave toward their pension benefit. There is no liability for unpaid accrued sick
leave service since the City does not pay when the employee separates from service.
The entire unpaid liability for vacation leave is recorded in their respective funds in
the government-wide financial statements.

Upon retirement, School Board employees are paid $20 for each day of accumulated
sick leave upon retirement. Accumulated vacation leave cannot exceed 50 days for
School Board employees. School Board employees are paid for unused vacation
leave, at their normal rate of pay, upon termination of employment. Most School
Board food service employees have ten-month employment contracts and are not
entitled to vacation.

L. Net Assets/Fund Equity

Net assets in government-wide and proprietary fund financial statements are
classified as invested in capital assets, net of related debt; restricted; and
unrestricted. Restricted net assets represent constraints on resources that are either
externally imposed by creditors, grantors, contributors, laws and regulations of other
governments or imposed by law through state statues.

Reservations of fund balances are used to indicate that portion that is not
appropriable for expenditures or to identify a portion of a fund's equity as legally
segregated for a specific future use. Designations of unreserved fund balances in
governmental funds are established to indicate City management's tentative plans for
use of financial resources in a future period.
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When both restricted and unrestricted resources are available for use, it is the
government’s policy to use restricted resources first, then unrestricted resources as
they are needed.

M. Estimates

The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities
and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenue and expenses during the reporting
period. Actual results could differ from those estimates.

I1. Deposits and Investments

Custodial Credit Risk - Deposits

The City maintains a cash and investments pool for all funds except the Pension Trust
and Permanent Funds. Each fund’s portion of the pool is disclosed in the statement of
net assets and balance sheet as cash and cash equivalents. The cash and investments of
the Pension Trust and Permanent Funds are held separately from the pooled City funds.

In accordance with its investment policy, all deposits of the City and its Component
Units are held in City Council designated official depositories and are collateralized in
accordance with the Virginia Security for Public Deposits Act (“the Act”), Section 2.2-
4400 et. seq. of the Code of Virginia or covered by federal depository insurance. Under
the Act, banks holding public deposits in excess of the amounts insured by the FDIC
must pledge collateral in the amount of 50% of excess deposits to a collateral pool in
the name of the State Treasury Board. If any member financial institution whose public
deposits are collateralized in accordance with the requirements of the Act fails, the
entire market value of the collateral pool becomes available to satisfy the claims of
governmental entities. If the value of the pool’s collateral were inadequate to cover a
loss, additional amounts would be assessed on a pro rata basis to members of the pool.
The State Treasury Board is responsible for monitoring compliance with the
collateralization and reporting requirements of the Act and for notifying local
governments of compliance by banks.

Custodial Credit Risk - Investments

For an investment, custodial credit risk is the risk that, in the event of the failure of the
counterparty, the City will not be able to recover the value of its investment or
collateral securities that are in the possession of an outside party. Equity and fixed
income investments (except for bank deposits) are not insured and are registered in the
name of the City and held by State Street Bank as custodian. The remaining City
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investments are held by the City or in the City’s name by the City’s custodial banks.
The City has no policy regarding custodial credit risk for investments.

In accordance with its investment policy, NRHA invests temporary cash surpluses in
repurchase agreements and cash equivalents. The repurchase agreement is fully
collateralized by the U.S. Government and government agency securities pledged in
NRHA’s name. The collateral is held by the pledging financial institution in its own
name.

Interest rate risk

Neither the City nor its Component Units have a formal investment policy that limits
investment maturities as a means of managing its exposure to fair value losses arising
from increasing interest rates.

In accordance with its investment policy, NRHA manages its exposure to declines in
fair value by investing operating funds in securities maturing in periods of up to one
year, or a lesser period that coincides with expected disbursements. Investment of
reserves not needed for operations are typically held to maturity. Currently, 69% of all
reserves have been invested for three months or less.

Segmented Time Distribution (as of June 30, 2005)

Primary Government

Investment Maturities (in years)

Investment Type Fair Value Less than 1 year 1-5 years 6-10 years 10 years +
Domestic Equity Func 418,153,834 N/A N/A N/A N/A
Common Stock 111,747,337 N/A N/A N/A N/A
Bond Mutual Fund 28,778,103 - - - 28,778,103
U.S. Treasury Notes 3,829,581 3,829,581 - - -

U.S. Agency Notes 84,762,962 51,651,744 11,052,070 3,184,878 18,874,269
Mortgages 144,345,696 1,797 4,254,484 10,783,194 129,306,221
Floaters 3,529,064 - - - 3,529,064
Corporate Debt 72,486,980 4,900,837 22,822,785 4,892,698 39,870,660
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NRHA
Investment Maturities (in years)
Investment Type Fair Value Lessthanlyear 1-2 years 2-4 years
U.S. Agency Notes 34,058,224 25,672,499 4,448,915 3,936,810
Repurchase agreement 4,046,001 4,046,001 - -
Commercial Paper 769,060 769,060 - -
CSB
Investment Type Fair Value Less thanlyear 1-5years 6-10 years 10 years +
Mutual Funds 53,772 53,772 - - -
Preferred Stock 1,250,000 1,250,000 - - -
US Government Securities 1,901,096 261,606 1,190,055 249,916 199,519
Credit Risk

Credit Risk is the risk that an issuer or other counterparty to an investment will not
fulfill its obligations. The City’s formal policy governing credit risk is that securities
rated below investment grade by two of the three primary rating agencies, Moody’s,
Fitch Ratings, and Standard and Poor’s are not permitted. The City invests in certain
derivatives including real estate mortgage investment conduits and collateralized
mortgage obligations. Those securities are included in reported investments in the
Retirement System financial statements. Investments in derivatives with a cost of
$57,212,538 and a market value of $57,283,638 were held at June 30, 2005. The City’s
rated debt investments as of June 30, 2005 were rated by Standard and Poor’s and/or an
equivalent national rating organization and the ratings are presented below using the
S&P’s credit quality rating scale.
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The Primary Government's Rated Debt Investment
Fair
Quality
Ratings | Bond Mutual US Agency Corporate
(S&P) Fund Notes Mortgages Floaters Debt
AAA - 37,073,718 139,394,909 | 3,529,064 5,502,582
AA2 - - - - 20,970,973
AA+ - - - - 109,277
AA 28,778,103 - 4,950,787 - 10,395,769
AA- - - - - 499,096
A+ - - - - 10,054,836
A-1+ - 45,850,244 - - -
A-1 - 1,839,000 - - -
A - - - - 8,718,579
A- - - - - 741,256
BBB+ - - - - 6,610,441
BBB - - - - 4,546,116
BBB- - - - - 857,197
BB+ - - - - 2,104,780
BB - - - - 1,376,078

The City held $418,153,834 in domestic equity funds and $111,747,337 in common
stock which are unrated securities.

The CSB’s investments in US Government Securities and preferred stock were rated
AAA by Standard and Poor’s. Its mutual funds and certificates of deposit were
unrated.

In accordance with its investment policy, NRHA’s repurchase agreement represents an
overnight investment of excess cash deposits with a bank and is collateralized under the
Act. The $769,060 investment in commercial paper is AAA rated.

Concentration of credit risk

Concentration risk is the risk of loss attributed to the magnitude of a system’s
investment in a single issuer. Mutual funds are excluded from this disclosure
requirement. Neither the City nor its Component Units have a formal investment
policy regarding the amount it may invest in any one issuer.

Foreign Currency Risk

Neither the City nor its Component Units have a formal policy to limit foreign currency

risk. Risk of loss arises from changes in currency exchange rates. Neither the City nor
its Component Units had exposure to foreign currency risk at year end.
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1. Property Taxes

Local real property assessments are made under the direction of a City Assessor
appointed by the City Council. The City has the power to levy taxes on property located
within its boundaries for payment of its obligations without limitation as to rate or
amount. Rates are established by the City Council. The rates in effect for the year ended
June 30, 2005, on each $100 of assessed value, were $1.35 for real property, $.18 for the
Downtown Service District, $4.00 for personal property, $1.50 for recreational vehicles,
$4.00 for machinery and tools, $1.40 for mobile homes, $2.40 for airplanes, $.01 for
pleasure boats and $1.50 for business boats. Disabled veterans pay a discount rate of
$3.00 for personal property.

The property tax calendar is as follows:

Real Other than
Property Real Property
Lien date July 1 January 1
Levy date for existing property July 1 January 1

Levy date for real property improvement,
new construction or newly acquired October 1, January 1

property and April 1 Date of Acquisition
Due dates September 30,
December 5, March June 5 or 30 days
31 and June 5 after acquisition
Collection dates On or before due date

In the event any installment of taxes on any of the above properties is not paid on or
before the due date, penalties and interest are assessed in accordance with the City Code.

V. Accounts Receivable

A. Unbilled Accounts Receivable:

Following is a summary by fund of unbilled accounts receivable recognized at June

30, 2005:
Water Utility Fund $1,150,375
Wastewater Utility Fund 929,935
_$2,080,310
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The associated revenue is included in net charges for services.

B. Allowances for Uncollectible Accounts Receivable
Allowances for uncollectible accounts receivable are generally established using
historical collection data, specific account analysis and subsequent cash receipts.
The allowances at June 30, 2005 are as follows:

Primary Government:

General Fund:

Taxes $ 14,200,000
Accounts 12,586,800
26,786,800
Special Revenue - Storm Water Fund 198,100
Water Utility Fund 1,622,612
Wastewater Utility Fund 472,333
Total - Primary Government $ 29,079,845

Component Units:
Norfolk Public Schools $ 22,401
Norfolk Redevelopment and Housing Authority 16,529
Community Services Board 49,475
Total - Component Units $ 88,405

V. Notes Receivable
Notes receivable, at June 30, are as follows:
Primary Government: General Fund
WHRO (Hampton Roads Educational Telecommunications Association, Inc.) $111,982

Total Primary government $111,982

Component Unit: Norfolk Redevelopment and Housing Authority $53,851,919
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VI. Due From Other Governments

Amounts due from other governments, at June 30, are as follows:

Total Component Units
General Primary School
Fund Government Board NRHA

Other:

Various grants/reimbursements $ - $ -3 - $ 3,105,948
Commonwealth of Virginia:

Shared expenses 5,605,363 5,605,363

Categorical aid 8,714,345 8,714,345

Noncategorical aid 11,159,704 11,159,704

Various grants - - 17,117,558

Total - Commonwealth 25,479,412 25,479,412 17,117,558
Federal Government:
Various grants - - 20,119,469

Total - Federal - - 20,119,469

Total - Due from other governments § 25479412 $ 25,479,412 $ 37,237,027 $ 3,105,948

VIl. Changes in Capital Assets

A summary of changes in capital assets, at June 30, follows:
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Governmental activities
Non-depreciable capital assets:

Land

Construction in progress

Total non-decreciable assets

Depreciable assets:

Buildings

Improvements other than buildings

Equipment

Infrastructure

Total depreciable assets
Less accumulated depreciation:
Buildings
Improvements other than buildings
Equipment
Infrastructure
Total accumulated depreciation
Depreciable assets, net
Total govemmental activities
capital assets, net

Business-type activities
Non-depreciable capital assets.
Land
Construction-in-progress
Total non-decreciable assets
Depreciable assets:
Land improvements
Buildings and equipment
Total depreciable assets
Less accumulated depreciation:
Buildings and equipment
Depreciable assets, net
Total businessype activities
capital assets, net
Component Units activities
Non-depreciable capital assets:
Land and Construction in progress
Depreciable assets:
Buildings
Improvements other than buildings
Building improvements
Equipment
Total depreciable assets
Less accumulated depreciation:
Buildings and equipment
Depreciable assets, net

June 30, 2005

Primary Government

Total component unit activities capital assets, net § 171606452 $

¥ As restated - See Note XXV.

Beginning Ending

Balance * Additions Retirements Balance
$ 21337486 $ 6113510 $ - § 33451056
60,727,669 31,478,196 (20,515,439) 71,690,426
88,065,155 37,591,766 (20,515,439) 105,141,482
497,278,494 5,119,051 (1,387,734) 501,009,811
20,668,145 - - 20,668,145
92,998,563 9,666,837 (4,028,152) 98,637,248
1,049,385,413 7,657,398 (2,928,668) 1,054,114,143
1,660,330,615 22,443,286 (8,344,554) 1,674,429,347
(192,532,387) (12,267,857) 1,387,734 (203,412,510)
(10,155,957) (512,665) - (10,668,622)
(47,706,858) (6,858,670) 3829732 (50,735,796)
(665,572,774) (45,575,799) 2,774,903 (708,373,670)
(915,967,976) (65,214,991) 7,992,369 (973,190,598)
744,362,639 (42,771,705) (352,185) 701,238,749
$ 832427794 $ (5179939 $  (20867,624) $ 806,380,231
$ 4229088 $ B7470 § (120805 $ 42,521,523
103,571,491 15,571,274 (45,643,223) 73,499,542
145,862,349 15,928,744 (45,764,028) 116,027,065
7,108,785 - - 7,108,785
671,489,109 55,420,970 (2,516,970) 724,393,109
678,597,894 55,420,970 (2,516,970) 731,501,894
(155,581,307) (14,994,372) 1,611,547 (168,964,132)
523,016,587 40,426,598 (905,423) 562,537,762
$ 668878936 $ 56355342 § (46669451 $ 678,564,827
$ 41568723 § 17793870 $ (3323816) $ 56,038,777
121,672,931 3,178,706 (1,693,533) 123,158,104
54,339,654 750,044 (550,000) 54,539,698
31,056,140 13,463,642 (2,580,601) 41,939,181
49,047,838 5,767,381 (1,052,214) 53,763,005
256,116,563 23,159,773 (5,876,348) 273,399,988
(126,078,834) (12,956,686) 3,662,580 (135,372,940)
130,037,729 10,203,087 (2,213,768) 138,027,048
21,996,957 $ (5,537,584) $ 194,065,825
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Depreciation expense was charged to governmental activities as follows:

General government activities $ 5,090,254
Judicial administration 1,264,528
Public safety 3,278,883
Public works, which includes the

depreciation of infrastructure assets 47,932,347
Health and sanitation 630,797
Culture and recreation 4,214,124
Community development 2,460,115

In addition, depreciation on capital assets
held by the City's intemal service funds
is charged to the various functions

based on their usage of the assets 343,943
Total depreciation expense $ 65,214,991
Business-type activities
Water Utility Fund $ 9,546,146
Wastewater Fund 2,014,251
Parking Funds 3,433,975
Total depreciation expense $ 14,994,372

Component unit activities

Community Serives Board $ 145,960
NRHA 6,500,362
Schools 6,310,364

Total depreciation expense $ 12,956,686

The following is a summary by fund of interest expense/revenue capitalized during the
fiscal year ended June 30, 2005:

Interest Interest Net

Expense Rewvenue Capitalized
Water Utility Fund $ 3,647,308 $ (593,970) $ 3,053,338
Wastewater Utility Fund 1,319,789 - 1,319,789

$ 4,967,097 $ (593,970) $ 4,373,127

VIIl. Long-Term Obligations
A. General Obligation and Revenue Bonds

The City has traditionally issued general obligation or revenue bonds to provide
funds for the construction and acquisition of major capital facilities. General
obligation bonds have been issued for both governmental and business-type
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General obligation and revenue bonds outstanding at June 30, 2005 are composed of the
following individual issues:

Gowvernmental
Activities Business-type Activities
Public Wastewater Parking
Improvement Water Utility Utility Facilities Balance

Bond Issue/Purpose Dated Issue Amount  Interest Rate Allocation Allocation Allocation Allocation Outstanding
Series 1989 Property Acquisition 7/11/1989 $ 1,500,000 6.76% $ 1,500,000 $ - $ - $ - $ 1,500,000
Series 1993A Refunding 6/1/1993 $ 29,065,000 4.00-5.0000 $ 20,835,767° $ 5,347,960 $ 965,177 $ 1,916,096 $ 2,555,002
Series 1995 Capital Improvement 5/1/1995 $ 50,000,000 5.25-6.00% $ 39,000,000 $ - $ 11,000,000 $ - $ 2,500,000
Series 1996 Capital Improvement 3/1/1996 $ 60,000,000 5.125-5.25% $ 55,000,000 $ - $ 5,000,000 $ - $ 6,000,000
Series 1997 Capital Improvement 4/15/1997 $ 43,975,000 5.25-5.375% $ 34,975,000 $ - $ 9,000,000 $ - $ 6,600,000
Series 1997 QRB 4/15/1997 $ 4,000,000 525-575% $ 4,000,000 $ - $ - $ - $ 2,400,000
Series 1998 Capital Improvement 6/15/1998 $ 44,330,000 4.25-5.00% $ 35,330,000 $ - $ 9,000,000 $ - $ 15,485,000
Series 1998 Refunding 6/15/1998 $ 49,190,000 4.25-5.00% $ 31,781,792 $ 10,692,696 $ 3,166,844 $ 3,548,668 $ 44,115,001
Series 1998 QRB 9/15/1998 $ 2,560,000 4.70-5.10% $ 2,560,000 $ - $ - $ - $ 1,815,000
Series 1999 Capital Improvement 7/1/1999 $ 11,700,000 450-5.00% $ 11,700,000 $ - $ - $ - $ 4,095,000
Series 1999 QRB 7/1/1999 $ 4,000,000 4.55-530% $ 4,000,000 $ - $ - $ - $ 3,000,000
Series 1999 QZAB 8/19/1999 $ 7,000,000 none $ 7,000,000 $ - $ - $ - $ 3,769,228
Series 2000 Capital Improvement 7/15/2000 $ 18,025,000 5.00-5.25% $ 18,025,000 $ - $ - $ - $ 8,105,000
Series 2000 QRB 7/15/2000 $ 3,995,000 5.125-5.65% $ 3,995,000 $ - $ - $ - $ 3,195,000
Series 2000 QZAB 11/22/2000 $ 3,637,170 none $ 3,637,170 $ - $ - $ - $ 2,518,041
Series 2001 QZAB 12/27/2001 $ 1,062,830 none $ 1,062,830 $ - $ - $ - $ 674,818
Series 2002 QRB 2/1/2002 $ 7,955,000 3.00-5.00% $ 7,955,000 $ - $ - $ - $ 6,755,000
Series 2002 Capital Improvement 2/1/2002 $ 27,000,000 2.00-5.00% $ 24,467,280 $ - $ 2,532,720 $ - $ 18,900,000
Series 2002 Refunding 2/1/2002 $ 47,200,000 2.00-5.00% $ 30,796,042 $ 8,352,561 $ 6,047,528 $ 2,003,869 $ 28,235,000
Series 2002 Property Acquisition 8/14/2002 $ 3,400,000 538% $ 3,400,000 $ - $ - $ - $ 3,400,000
Series 2002B Capital Improvement 11/1/2002 $ 34,600,000 3.00-5.00% $ 34,600,000 $ - $ - $ - $ 31,140,000
Series 2002B Refunding 11/1/2002 $ 39,890,000 5.00-5.25% $ 30,924,301 $ 2,905,660 $ 4,268,690 $ 1,791,349 $ 36,325,000
Series 2003 VRA 4/8/2003 $ 10,000,000 3.50% $ - $ - $ 10,000,000 $ - $ 9,819,060
Series 2003 Capital Improvement 11/15/2003 $ 57,110,000 2.00-5.00% $ 56,010,000 $ - $ 1,100,000 $ - $ 54,250,000
Series 2003 Refunding 11/15/2003 $ 12,265,000 3.00-4.00% $ 10,760,189 $ 4,313 $ 1,336,099 $ 164,399 $ 12,215,000
Series 2004 Refunding 3/1/2004 $ 96,395,000 2.00-500% $ 73,134,610 $ 10,552,847 $ 9,405,428 $ 3,302,115 $ 81,885,002
Series 2004 HUD 3/3/2004 $ 13,000,000 4.32-6.01% $ 13,000,000 $ - $ - $ - $ 13,000,000
Series 2004 Property Acquisition 7/29/2004 $ 1,775,000 538% $ 1,775,000 $ - $ - $ - $ 1,717,976
Series 2004 VRA 9/17/2004 $ 11,100,000 3.10% $ - $ - $ 11,100,000 $ - $ 11,100,000
Series 2005 Capital Improvement 3/16/2005 $ 59,320,000 2.50-5.00% $ 57,405,000 $ - $ 1,915,000 $ - $ 59,320,000
Series 2005 Refunding 3/16/2005 $ 35,035,000 2.50-5.00% $ 29,364,842 $ - $ 5,670,158 $ - $ 35,035,000
Total General Obligation Bonds $ 511,424,128

Business-type Activities
Parking Balance
Bond Issue/Purpose Dated Interest Rate Water Utility Facilities Outstanding

Series 1993 Water Revenue 11/1/1993 2.80-5.375% $ 68,430,000 $ - $ 54,020,000
Series 1995 Water Revenue 8/15/1995 5.00 - 7.00% $ 115,680,000 $ - $ 98,400,000
Series 1998 Water Revenue and Refunding 11/1/1998 4.00-5.125% $ 84,605,000 $ - $ 75,540,000
Series 1999 Parking System Revenue 2/15/1999 4.00-5.00% $ - $ 17,475,000 $ 14,220,000
Series 2001 Water Revenue and Refunding 10/15/2001  4.00 - 5.00% $ 35,000,000 $ - $ 33,195,000
Series 2000A Variable Rate Parking System Revenue 10/26/2000 Variable $ - $ 10,180,000 $ 4,390,000
Series 2000B Parking System Revenue and Refunding 10/1/2000 5.50-5.67% $ - $ 17,860,000 $ 15,155,000
Series 2003I Subordinate Parking System Revenue 7/11/2003 450% $ - $ 1,474,000 $ 1,189,000
Series 2003l Subordinate Parking System Revenue 7/11/2003 4.50% $ - $ 435,000 $ 340,000
Series 2004A Variable Rate Parking System Revenue 10/28/2004 Variable $ - $ 6,695000 $ 6,695,000
Series 2004B Parking System Revenue 10/28/2004  2.50 - 5.00% $ - $ 30,905,000 $ 30,690,000
Series 2005 Water Revenue and Refunding 3/23/2005 3.50-5.00% $ 22,810,000 $ - $ 22,810,000
Series 2005 Parking System Revenue Refunding 6/15/2005 2.50-5.00% $ - $ 26,045,000 $ 26,045,000
Total Revenue Bonds $ 382,689,000

The Parking system’s variable rates bonds are remarketed weekly and are generally
anticipated to be 0.05% to 0.10% higher than the one-month London Interbank Offered
Rate.
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B. General Obligation Bonds

A summary of the requirements to amortize general obligation bonds are as follows:

Gowernmental Activities

Business-type Activites

Year Ending June 30, Principal Interest Principal Interest
2006 $ 37,713,108 $ 18549260 $ 9,338555 $ 3,836,119
2007 35,898,468 16,988,279 9,236,727 3,580,652
2008 35,323,649 15,605,374 9,649,475 3,189,959
2009 34,843,517 14,008,766 9,383,269 2,859,459
2010 32,357,213 12,668,068 8,159,316 2,360,861

2011-2015 125,222,446 43,656,287 26,318,183 6,246,094
2016-2020 75,250,096 20,250,300 10,161,780 2,392,763
2021-2025 40,999,979 5,190,120 7,422,941 798,790
2026-2030 - 913,750 745,405 17,375
2031-2034 3,400,000 403,065 - -

Total $ 421,008,476 $ 148,233,269 $ 90,415,652 $ 25,282,073

The detailed requirements to amortize general obligation bonds for the major proprietary funds

are as follows:

Wastewater Utility Fund

Parking Facilities Fund

Principal

Interest Principal

4,284,202
4,486,894
4,474,271
4,258,402
18,530,160
10,161,780
7,422,941
745,405

1,960,428
1,930,273
1,787,528
1,618,596
5,471,784
2,392,763
798,790
17,375

$ 3,961,945 $ 1939584 $ 1,310,999 $

1,177,165
1,198,751
1,099,096
1,033,992
2,019,359

Interest

441,827
364,295
282,997
235,938
204,131
201,719

Year Ending Water Utility Fund
June 30, Principal Interest
2006 $ 4,065610 $ 1,454,708
2007 3,775,360 1,255,929
2008 3,963,830 976,690
2009 3,809,902 835,994
2010 2,866,922 538,133
2011-2015 5,768,665 572,592
2016-2020 - -
2021-2025 - -
2026 - -
Total

$24,250,289 $ 5,634,045 $58,326,000 $17917,121 $ 7,839,363 $ 1,730,907

C. Revenue Bonds

The Water Revenue bond covenants require that each year’s water utility fund net
revenue not be less than the greater of (i) the sum of 1.1 times senior debt service
and 1.0 times subordinated debt service or (ii) 1.0 times the funding requirements for
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transfers from the revenue fund to the operating fund, the bond fund, the parity debt
service fund, the debt service reserve fund, the subordinate debt service fund, the
repair and replacement reserve fund and the rate stabilization fund. Pursuant to the
terms of the revenue bond indenture, certain resources have been set aside for the
repayment of the revenue bonds. These resources are classified as restricted cash
and investments on the balance sheet because their use is limited by applicable bond
covenants.

The Parking Revenue bond covenants require that each year’s parking facilities fund
net revenue not be less than the greater of (i) the sum of 1.25 times senior debt
service and 1.0 times subordinated debt service and (ii) 1.0 times the funding
requirements for transfers from the revenue fund to the operating fund, the bond
fund, the parity debt service fund, the debt service reserve fund, the MacArthur
Center Garage reserve fund, the repair and replacement reserve fund, the surety bond
interest fund and the subordinate debt service fund. Pursuant to the terms of the
revenue bond indenture, certain resources have been set aside for the repayment of
the revenue bonds. These resources are classified as restricted investments on the
balance sheet because their use is limited by applicable bond covenants.

The detailed requirements to amortize water and parking revenue bonds are as

follows:
Water Revenue Parking Revenue
Year Ending June 30, Principal Interest Principal Interest

2006 $ 6,580,000 $ 14,827,960 $ 1,950,000 $ 4,319,064
2007 7,310,000 14,379,821 2,015,000 4,711,306
2008 7,665,000 14,022,200 2,125,000 4,642,249
2009 8,050,000 13,639,869 2,230,000 4,529,988
2010 8,455,000 13,232,930 2,560,000 4,437,659

2011-2015 49,385,000 59,052,699 14,084,000 20,408,310

2016-2020 64,285,000 44,136,610 17,010,000 16,909,367

2021-2025 79,660,000 24,259,877 21,775,000 12,407,565

2026-2030 41,075,000 6,746,336 25,435,000 6,482,445

2031-2035 10,135,000 1,240,050 9,540,000 977,382
2036 1,365,000 31,566 - -

Total $ 283,965,000 $ 205,569,917 $ 98,724,000 $ 79,825,332

D. Derivatives — Interest Rate Swap

Objective of the interest rate swap. As a means to hedge the City’s parking
enterprise operations exposure to taxable variable interest rates, the City entered into
an interest rate swap in connection with its taxable $10,180,000 Variable Rate
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Parking System Revenue Bonds, Series 2000A. The intention of the swap was to
effectively change the City’s interest rates on the bonds to a fixed rate of 4.70
percent.

Terms. The bonds mature on February 1, 2009. The swap agreement matures on
February 1, 2007, and the swap’s notional amount was $4,390,000 on June 30, 2005.
The notional amount on the swap declines in conjunction with the associated debt.
Under the swap, the City pays the counterparty a fixed payment of 4.70 percent and
receives a variable payment based on the London Interbank Offered Rate (LIBOR).
At June 30, 2005, the bonds were remarketed at 3.32 percent.

Fair Value. Because interest rates have declined since the execution of the swap, the
swap on a market to market valuation has a negative fair value to the City of
$50,015 as of June 30, 2005.

Credit Risk. As of June 30, 2005, the City was not exposed to credit risk because the
swap had a negative fair value. However, should interest rates change and the fair
value of the swap becomes positive, the city would be exposed to credit risk in the
amount of the derivative’s fair value. The swap counterparty was rated AA by Fitch,
AA- by Standard and Poor’s and Aal by Moody’s Investors Service as of June 30,
2005.

Basis Risk. The swap exposes the city to basis risk should the relationship between
LIBOR and the remarketed rate diverges, changing the synthetic rate on the bonds.
If a change occurs that results in the rates’ moving to convergence, the expected cost
savings may not be realized.

Termination Risk. The contract uses the International Swap Dealers Association
Master Agreement, which includes standard termination events, such as failure to
pay and bankruptcy. The Schedule to the Master Agreement includes an additional
termination event if at any time the counterparty ceases to be obligated to extend
credit in the credit agreement for the underlying bonds.

Swap Payments and Associated Debt. As of June 30, 2005, debt service

requirements of the variable rate debt and net swap payments, assuming current
interest rates remain the same, for their term were as follows:
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Fiscal Year 2005 Disclosure

Fiscal Years Variable Rate Bond Interest Rate
Ending June 30 Principal Interest Swap Net Total
2006 $ 1,310,000 % 127,626 @ $ 53,050 $ 1,490,676
2007 1,400,000 82,889 24,794 1,507,683
2008 1,495,000 35,095 - 1,530,095
2009 185,000 3,583 - 188,583
Total $ 4,390,000 $ 249,194 $ 77844 ' $ 4,717,037

As rates vary, variable bond interest payments and net swap payments will vary.
E. Other Notes and Loans
The General Fund assumed a note payable on behalf of the former National Maritime

Center Authority and Holding Corporation of ILA Local 1248. The note will be paid
according to the following schedule:

L.LA. National Maritime Center Authority
Year Ending June 30,  Principal Interest Year Ending June 30, Principal Interest

2006 $ 11,305 $ 13,459 2006 $ 196482 $ 4,231
2007 11,943 12,821 - -
2008 12,614 12,150
2009 13,328 11,436
2010 14,080 10,684

2011-2015 83,249 40,571

2016-2020 103,315 14,315 - -
Total $ 249834 $ 115436 Total $ 196482 $ 4,231

F. Advanced Refundings

In October 2004, the City issued $19,745,000 in Parking Revenue Refunding Bonds
with a true interest cost of 4.088% to refund a 1997 issue with interest rates ranging
from 5.125% to 5.550%. The bond proceeds and associated premium were placed in
an irrevocable trust to provide resources to purchase U.S. Government, State and
Local Series for the purpose of generating resources to meet future debt service and
redemption premium payments of $21,681,859. The advance refunding was
undertaken to reduce total debt service by $1,002,875 and resulted in an economic
gain of $775,465.

In addition, in March 2005 the City issued $35,035,000 of general obligation
refunding bonds with a true interest cost of 3.99% to refund various outstanding
issues with interest rates ranging from 4.50% to 5.25%. The bond proceeds and the
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associated $4,972,805 premium were placed in an irrevocable trust to provide
resources to purchase U.S. Government State and Local Series securities for the
purpose of generating resources for all future debt service and redemption premium
payments of $43,728,291 of general obligation bonds. The advance refunding was
undertaken to reduce total debt service payments by $620,131 and resulted in an
economic gain of $1,151,271.

In June 2005, the City issued $26,045,000 in Parking Revenue Refunding Bonds
with a true interest cost of 4.618% to refund the remaining 1997 bond issue with
interest rates ranging from 5.000% to 5.550%. The bond proceeds and associated
premium were placed in an irrevocable trust to provide resources to purchase U.S.
Government State and Local Series for the purpose of generating resources to meet
future debt service and redemption premium payments of $28,909,925. The advance
refunding was undertaken to reduce total debt service by $2,034,844 and resulted in
an economic gain of $1,761,655.

At June 30, the following defeased bonds from advance refundings are still outstanding:

Defeased In Original Issue Amount
2003 1996 $ 6,000,000
2003 1997 19,775,000
2004 1996 21,000,000
2005 1998 20,630,000
2005 1999 4,680,000
2005 2000 6,300,000
2005 2002 4,050,000

$ 82,435,000

G. Capital Leases

The City leases certain buildings and certain computer, automotive, solid waste
automation and other heavy equipment, which are recorded at a cost of $13,274,043.
Additions to Capital Leases, in the fiscal year ended June 30, 2005 of $5,453,854
consist of additional borrowing by the General Fund.

The remaining debt service requirements, including interest at rates varying from

4.37% to 7.26%, will be retired by funds from the General Fund on the
aforementioned contracts, as follows:
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Year Ending General Fleet
June 30, Fund Fund Totals

2006 $ 4,716,683 $ 12,443 $ 4,729,126

2007 3,874,533 - 3,874,533

2008 3,031,115 - 3,031,115

2009 1,747,733 - 1,747,733

2010 612,197 612,197

Thereafter 4,121 - 4,121

Total minumum lease payments 13,986,382 12,443 13,998,825
Less interest (724,597) (183) (724,780)
13,261,785 12,260 © 13,274,045

Less current portion i (4,374,797) (12,260) (4,387,057)
$ 8,886,988 $ - $ 8,886,988

H. Landfill Liability

The City closed its Campostella landfill site on June 30, 1992. State and federal laws
require the City to perform certain maintenance and monitoring activities at the site
for 30 years after closure. The $1,506,472 reported as an obligation for landfill
closure and post/closure costs, at June 30, reflects the estimated total cost to perform
these activities. Actual costs may be higher due to inflation, changes in technology
and/or changes in laws.

The Campostella landfill statistically exceeded groundwater protection standards in
May, 2002. Until a remedy for corrective action is chosen and approved, $1,000,000
is included in the liability for groundwater corrective action.

I. Compensated Absences
A liability for vested vacation and sick leave benefits is recorded as general long-

term obligations. These benefits represent future obligations of the following funds
and component units:
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Primary Government:
Governmental activities

General Fund $ 13,951,655
Nonmajor governmental and

internal service funds 1,031,009
Total governmental funds $ 14,982,664

Enterprise Funds:

Water utility fund $ 805,900
Wastewater utility fund 270,900
Parking fund 227,864
Total enterprise funds $ 1,304,664
Component Unit - School Board 6,887,628
Component Unit - NRHA $ 1,848,595
Component Unit - CSB $ 747,958

Debt Limit

The Commonwealth of Virginia imposes a legal limit of 10 percent of the assessed
valuation of taxed real property as a ceiling in the amount of general obligation
borrowings, which may be issued by the City without referendum. At June 30, the
City's debt limit is $1,096,081,242 of which $581,176,179 is available for creation of
additional debt. There are no overlapping tax jurisdictions.

60



CITY OF NORFOLK, VIRGINIA
NOTES TO BASIC FINANCIAL STATEMENTS
June 30, 2005

K. Bonds Authorized and Unissued
A summary of bonds authorized and unissued as of June 30, 2005 follows:

Projects Total

General obligation bonds authorized and unissued:

General capital improvement $ 3,546,706
Storm Water capital improvement 3,668,840
Maritime Center capital improvement 11,000,000
Wastewater utility development 10,940,000
29,155,546

Rewenue bonds authorized and unissued:
Parking development 3,500,000
3,500,000
Total $ 32,655,546

L. Changes in Long-Term Obligations

A summary of fiscal year 2005 changes in long-term obligations, net of unamortized
discounts and premiums, are as follows:
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Primary Government

Beginning Ending Amounts Due
Balance Additions Reductions Balance Within One Year

GOVERNMENTAL ACTIVITIES
Bonds and Notes Payable:

General obligation debt $ 411,238,110 $ 92,895,599 $ 67,273,418 $ 436,860,291 $ 39,032,376

Notes 1,110,427 11,650,236 12,314,347 446,316 207,787

Capital leases 13,718,164 4,701,516 5,157,895 13,261,785 4,374,797
Total Bonds and Notes Payable $ 426,066,701 $ 109,247,351 $ 84,745,660 $ 450,568,392 $ 43,614,960
Other Liabilities:

Vested Compensated absences $ 14,071,584 $ 11,185,633 $ 10,545,619 $ 14,711,598 $ 10,600,000

Retirement System Contribution 21,086,434 21,142,954 21,086,434 21,142,954 21,142,954

Retiree's life insurance 820,000 - 55,000 765,000 55,000

Workers' compensation claims 15,086,990 655,496 - 15,742,486 3,493,332

Automobile and general liability claims 1,933,790 - 735,141 1,198,649 448,654

Landfill closure and post-closure costs 1,598,505 - 92,033 1,506,472 100,000
Total Other Liabilities $ 54,597,303 $ 32,984,083 $ 32,514,227 $ 55,067,159 $ 35,839,940
Governmental Activities

Long-Term Liabilities $ 480,664,004 $ 142,231,434 $ 117,259,887 $ 505,635,551 $ 79,454,900
Internal Service Funds

Capital leases $ 57,279 $ - $ 45,019 $ 12,260 $ 12,260

Retirement System Contribution 385,038 385,730 385,038 F 385,730 385,730

Vested Compensated absences 291,409 171,026 191,369 271,066 193,315
Total Internal Service Funds $ 733,726 $ 556,756 $ 621,426 $ 669,056 $ 591,305
Total Governmental $ 481,397,730 $ 142,788,190 $ 117,881,313 $ 506,304,607 $ 80,046,205
BUSINESS-TYPEACTIVITIES:
Bonds and Notes Payable:

Water $ 311,480,936 $ 22,810,000 $ 28,076,764 $ 306,214,172 $ 10,645,610

Wastewater 46,896,437 18,685,158 9,361,132 56,220,463 3,961,944

Parking facilities 87,487,010 63,645,000 50,054,953 101,077,057 3,260,999
Total Bonds and Notes Payable $ 445,864,383 $ 105,140,158 $ 87,492,849 $ 463,511,692 $ 17,868,553
Vested Compensated Absences $ 1,237,049 $ 927,955 $ 860,340 $ 1,304,664 $ 943,530
Retirement Obligation 2,000,318 2,124,072 2,000,318 2,124,072 2,124,072
Claims and judgements 4,693,687 4,170,200 4,693,687 4,170,200 4,170,200
Business-Type Activities

Long-Term Liabilities $ 453,795,437 $ 112,362,385 $ 95,047,194 $ 471,110,628 $ 25,106,355
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Beginning Ending Amounts Due
Balance Additions Reductions Balance Within One Year

COMPONENT UNITACTIVITIES:
Bonds and Notes Payable:
NRHA $ 94,729,857 $ 138,218 $ 6,782,671 $ 88,085,404 $ 16,524,513
Total Bonds and Notes Payable $ 94,729,857 $ 138,218 $ 6,782,671 $ 88,085,404 $ 16,524,513
Other Liabilities:
Vested Compensated Absences

Community Services Board $ 662,257 $ 85,701 $ - $ 747,958 $ 555,644

NRHA 2,001,878 - 153,283 1,848,595 206,491

Norfolk Public Schools 6,792,291 547,716 452,379 6,887,628 236,483
Pension Liability:

Community Services Board 729,436 797,825 729,436 797,825 797,825
Workers' Compensation Claims

Norfolk Public Schools 1,240,590 821,573 768,091 1,294,072 477,820
Claims Liability

Norfolk Public Schools 325,393 225,393 100,000 100,000
Component Unit-type activities
long-term liabilities K] 106,481,702 $ 2,391,033 $ 9,111,253 $ 99,761,482 $ 18,898,776

IX.

A.

B.

Other Liabilities

Revenue Notes

The City issued an $11,650,236 revenue anticipation note on May 10, 2005 to fund
and execute an intergovernmental transfer agreement between the City, the
Commonwealth of Virginia and the Hospital Authority of Norfolk. The agreement
was established so that the note proceeds were repaid on the same day the borrowing
occurred.

Water Fund Liability

A current liability of $4,170,200 has been recorded in the Water Utilities Fund to
reflect an estimate of excess revenues received from a wholesale customer during
fiscal years 2003 and 2004 under a water services contract. Pursuant to the terms of
the contract, billings to the customer were based on budgeted Water Utility Fund
capital and operating expenditures. The liability reflects the estimated difference
between budgeted expenditures and actual cost of service as defined in the contract
for that customer. In accordance with the contract, the fiscal year 2003 and 2004
portion of the liability will be reduced in fiscal year 2006 through credits to the
customer’s billings.
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Pension Plans

The City and its component units participate in three defined benefit pension retirement
plans. These include the Employees’ Retirement System (ERS) of the City of Norfolk
(XI.A); Virginia Retirement System (VRS) a plan administered by the Commonwealth of
Virginia for the benefit of Norfolk School Board employees (X1.B); and a VRS plan for
the benefit of state employees in constitutional offices. In addition, the School Board has
a defined contribution plan.

A. Employees’ Retirement System of the City of Norfolk (System):

Plan Description

The Employees’ Retirement System of the City of Norfolk (System) is the
administrator of a single-employer noncontributory, defined benefit plan that covers
substantially all employees of the City, excluding School Board and Constitutional
Officers employees who are covered by the Virginia Retirement System. The
System provides retirement benefits as well as death and disability benefits. All
benefits vest after 5 years of creditable service. Cost-of-living adjustments
(*COLAs™) are provided at the discretion of the City Council. The System and its
benefits are established by Section 37 of the Code of the City of Norfolk, Virginia as
amended. The ERS is included as a Pension Trust Fund in the City’s financial
statements and also issues a separate publicly available financial report that includes
financial statements and required supplementary information for the ERS. That
report may be obtained by writing to Employees’ Retirement System of the City of
Norfolk, City Hall Building, 810 Union Street, Suite 309, Norfolk, VA 23510.

Funding Policy

Section 37 of the Code of the City of Norfolk, Virginia, established the authority
under which the City’s obligation to contribute to the plan is determined.
Contribution requirements are actuarially determined at the end of each fiscal year
and paid by the City in the ensuing year. The contribution requirement of
$23,652,756 for the year ended June 30, 2005 was based on 9.40 percent of covered
payroll for general employees and 24.34 percent of covered payroll for public safety
employees. This contribution requirement is recorded in the City’s Statement of Net
Assets as a liability payable to the pension fund and will be made in fiscal year 2006.

Annual Pension Cost

For 2005, the System’s annual pension cost was equal to the City’s required and
actual (to be made in 2006) contribution. The required contribution was determined
as part of the June 30, 2005 actuarial valuation using the projected unit credit cost
method. The amortization method used is level dollar closed. Significant actuarial
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assumptions included: (a) 7.5% investment rate of return (net of administrative
expenses); (b) projected average salary increases of 5.35%, and (c) ad-hoc cost-of-
living adjustment of 1% annually. The actuarial value of assets was determined
using techniques that smooth the effects of short-term volatility in the market value
of investments over a three-year period. The remaining amortization period at June
30, 2004 was a weighted average of 14.5 years.

Three-Year Trend Information

Fiscal Year Annual Percentage of Net Pension
Ended Pension Cost APC Contributed Obligation

June 30, 2005 $ 23,652,756 100% $ -

June 30, 2004 $ 23,469,744 100% $

June 30, 2003 $ 17,046,924 100% $

B. School Board — Retirement Plans

Plan Description — Virginia Retirement System (VRS)

The School Board contributes to the Virginia Retirement System (VRS), an agent
and cost-sharing multiple-employer defined benefit pension plan administered by the
VRS. All full-time, salaried permanent employees of the School Board must
participate in the VRS. Benefits vest after five years of service. Employees are
eligible for an unreduced retirement benefit at age 65 with 5 years of service and at
50 with 30 years of service payable monthly for life in an amount equal to 1.7% of
their average final compensation (AFC) for each year of credited service. Benefits
are actuarially reduced for retirees who retire prior to becoming eligible for full
retirement benefits.  In addition, retirees qualify for annual cost-of-living
adjustments (COLA) beginning in their second year of retirement. AFC is defined as
the highest consecutive 36 months of reported compensation. The VRS also
provides death and disability benefits. Title 51.1 of the Code of Virginia (1950), as
amended, assigns the authority to establish and amend benefit provision to the
General Assembly of Virginia.

The System issues a publicly available comprehensive annual financial report that
includes financial statements and required supplementary information for VRS. A
copy of that report may be downloaded from their website at
http://www.varetire.org/Pdf/2003AnnuRept.pdf or obtained by writing the System at
P. O. Box 2500, Richmond, VA 23218-2500.
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Funding Policy

Title 51.1 of the Code of Virginia (1950) require plan members, as amended, to
contribute 5% of their annual reported compensation to the VRS. The School Board
has assumed the 5% member contribution. In addition, the School Board is required
to contribute the remaining amounts necessary to fund its participation in the VRS
using the actuarial basis specified by the Code of Virginia and approved by the VRS
Board of Trustees. The School Board’s professional and nonprofessional
employees’ contribution rates for the fiscal year ended June 30, 2004 were 6.03%
and 5.00% of annual covered payroll, respectively. The School Board division’s
contribution rate for the fiscal years ended June 30, 2005, 2004, and 2003 was
11.03% of annual covered payroll and contributions to the VRS for the years ended
June 30, 2005, 2004, and 2003 were $23,809,236, $17,323,505, and $16,475,939,
respectively, equal to the required contributions for each year.

Annual Pension Cost

For 2005, the School Board’s annual pension costs of $22,342,089 and $1,467,147
for professional and nonprofessional employees, respectively, were equal to the
School Board’s required and actual contributions. The required contribution was
determined as part of the June 30, 2005 actuarial valuation using the entry age
normal actuarial cost method. The actuarial assumptions included (a) 8% investment
rate of return, (b) projected salary increases of 4.25% to 6.1% for Non-LEO and
4.5% to 5.75% for LEO employees per year, and (c) 3% per year cost-of-living
adjustments. Both (a) and (b) included an inflation component of 3%. The actuarial
value of the School Board’s assets is equal to the modified market value of assets.

This method was determined using techniques that smooth the effects of short-term
volatility in the market value of assets over a five-year period.

Trend information for the School Board is as follows:

Ended Pension Cost APC Contributed Obligation
June 30, 2005 $ 23,809,236 100% $
June 30, 2004 $ 17,323,505 100% $
June 30, 2003 $ 16,475,939 100% $

School Board - Superintendent Defined Contribution Plan

66



CITY OF NORFOLK, VIRGINIA
NOTES TO BASIC FINANCIAL STATEMENTS
June 30, 2005

The School Board adopted a separate retirement plan for the Norfolk Superintendent
of Schools in which the Superintendent could elect out of the VRS coverage under
Virginia Code Section 51.1-126.6. The School Board will make a contribution based
on the Urban Consumer Price Index of 184.0 for fiscal year June 30, 2005.

For any plan year commencing after June 30, 2001 that the participant remains an
eligible employee, the School Board will set the amount for the plan contribution on
behalf of the participant using the annual Urban Consumer Price Index (CPI). The
percentage of change in the CPI from the last full year would be used to compute the
contribution for the following year. For the plan year, the School Board, in its
discretion may contribute to the plan on behalf of the participant such additional
amounts, if any, as the School Board elects to contribute as a discretionary plan
contribution. The total annual additions made for the participant for any plan year
will not exceed the lessor of $41,000 or 25% of the participants compensation for the
plan year. All contributions will be fully vested and non-forfeitable when such plan
contributions are made.

The School Board is the administrator of the plan and Teachers Insurance and
Annuity Association is the trustee. Contributions for the year ended June 30, 2005
were fixed contributions of $5,219 and discretionary of $5,147.

State Employees — Virginia Retirement System (VRS):

Plan Description

The City of Norfolk contributes to the Virginia Retirement System (VRS), an agent
and cost sharing multi-employer defined benefit pension plan administered by the
VRS. All full-time, salaried permanent state employees in the City’s five
constitutional offices must participate in the VRS. These offices include:
Commissioner of the Revenue, City Treasurer, Circuit Courts, Commonwealth’s
Attorney, and Sheriff and Jail. Benefits vest after five years of service. Employees
are eligible for an unreduced retirement benefit at age 65 with 5 years of service (age
60 with 5 years of service for participating law enforcement officers and firefighters)
and age 50 with 30 years of service for participating employers (age 50 with 25 years
of service for participating law enforcement officers and firefighters) payable
monthly for life in an amount equal to 1.7 percent of their average final salary (AFS)
for each year of credited service. In addition, retirees qualify for annual cost-of-
living increases beginning limited to 5% per year in their second year of retirement.
AFS is defined as the highest consecutive 36 months of salary. Benefits are
actuarially reduced for retirees who retire prior to becoming eligible for full
retirement benefits. Participating law enforcement officers may receive a monthly
benefit supplement if they retire prior to age 65. The VRS also provides death and
disability benefits. Title 51.1 of the Code of Virginia (1950), as amended, assigns
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the authority to establish and amend benefit provisions to the State legislature. The
VRS issues a publicly available comprehensive annual financial report that includes
financial statements and required supplementary information for VRS. A copy of
that report may be obtained by writing to VRS at P.O. Box 2500, Richmond, VA,
23218-2500.

Funding Policy

Plan members are required by Title 51.1 of the Code of Virginia (1950), as amended,
to contribute 5% of their annual salary to the VRS. The 5% member contribution
has been assumed by the City. In addition, the City is required to contribute the
remaining amounts necessary to fund its participation in the VRS using an actuarial
basis specified by the Code of Virginia and approved by the VRS Board of Trustees.
The City’s contribution rate for the year ended June 30, 2004 was 1.50 % of annual
covered payroll. Contributions to the VRS for the year ended June 30, 2005 were
$ 1,771,496 equal to the required contribution.

Annual Pension Cost

For 2005, the City’s annual pension cost of $ 1,771,496 was equal to the City’s
required and actual contribution. The required contribution was determined as part
of the June 30, 2005 actuarial valuation using the entry age normal actuarial cost
method. The amortization method is level percent open. The actuarial assumptions
included: (a) 8% investment rate of return; (b) projected salary increases of 4.25% to
6.10% per year, and (c) 3.0% per year cost-of-living adjustments. Both (a) and (b)
include an inflation component of 3%. The actuarial value of the City’s assets is
equal to the modified market value of assets. This method was determined using
techniques that smooth the effects of short-term volatility in the market value of
investments over a five-year period. The remaining amortization period is 11 years.

Trend information for the City VRS plan is as follows:

Fiscal Year Annual Percentage of Net Pension
Ended Pension Cost APC Contributed Obligation

June 30, 2005 $ 1,771,496 100% $ -

June 30, 2004 $ 1,375,320 100% $

June 30, 2003 $ 1,290,526 100% $
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Deferred Compensation Plan

The City offers its employees a deferred compensation plan created in accordance with
Internal Revenue Code Section 457. The plan, available to all City employees, permits
them to defer a portion of their salary until future years. The deferral may be up to 25
percent of gross income up to a maximum of $14,000 per year. The deferred
compensation plan is not available to employees until termination, retirement, death or
unforseeable emergency.

The laws governing the City’s deferred compensation plan have been complied with
pursuant to the provisions of IRC Section 457. Accordingly, all assets of the plan are
held in trust for the exclusive benefit of the participants and their beneficiaries.

Other Post-employment Benefits

The City provides postretirement health care benefits, in accordance with state statutes
which require the City to extend access to healthcare benefits to certain retirees. To
qualify, retiree’s must have 15 years of continuous service or retire on accidental
disability. The City pays $25 per month per participating retiree who agrees to pay the
remaining premium. The City’s regular health care provider underwrites the retiree’s
policies. Retirees may not convert the benefit into an in-lieu payment to secure coverage
under independent plans.

As of year-end, there were 575 employees who had retired and are participating in the
plan. The City finances the plan on a pay as you go basis. For the year ended June 30,
2005, the City paid $172,500 for these benefits, which was net of $2,320,260 in retiree
contributions.
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XI11. Interfund Receivable and Payable Balances
The composition of interfund activity as of June 30, 2005, is as follows:

Due to/from other funds:

Receivable Fund
General

Capital Projects

Nonmajor Governmental Funds

Enterprise Funds

Payable Fund

Payroll Agency
Capital Projects
Water Utility
Wastewater
Parking Fund
Cemetary Fund
Nauticus
Grants
Stormwater
Towing
Fleet Management
Total General

General Fund
Public Amenities
Total Capital Projects

General Fund
Parking Fund
Towing
Total Nonmajor governmental

CGeneral Fund

Capital Projects

Wastewater
Total Enterprise

Grand Total

70

Amount

$ 173,370

159
1,479,587
49,379
116,455
171,017
343
129,364
309

7,330

3

$ 2,127,316

$ 47,742
3,900,000

$ 3,947,742

$ 1,092,986
99,227
9,192

$ 1,201,405

$ 1,949,978
1,038
137,520

S 2,088,536

$ 9,364,999
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Interfund Transfers

The following interfund transfers occurred during fiscal year 2005:

Fund In Out

General $ 11,103,036 $ 63,365,438
Debt Service 53,373,239 -
Capital projects fund 7,406,967 680,355
Nonmajor governmental

funds 10,471,017 8,308,466
Enterprise:

Water Utility - 8,500,000

Wastewater Utility - 1,500,000

$ 82,354,259 $ 82,354,259

The purpose of the transfer balances are as follows:

General fund transfers in of $11,103,036 include $680,355 from the capital projects fund,
$275,000 from the tax incentive fund, $145,559 from the grants fund, and $2,122 from
the trust and agency funds for interest earned on cash balances; $1,500,000 from the
wastewater fund and $8,500,000 from the water utility fund represents a return on
investment back to the general fund.

The general fund transfers out of $63,365,438 represents a transfer of $51,759,421 to the
debt service fund to fund general obligation debt and capital lease payments; $1,135,000
to the capital projects fund as a contribution for annual capital improvement plan budget;
$8,476,791 to the grants fund in support of grant projects; $852,592 to the Nauticus fund
and $280,216 to the cemeteries fund and $861,418 to EO/911 fund as contributions from
the general fund.

Debt service transfers in also include $1,613,818 from storm water fund to fun the current
year’s debt service payments.

The storm water special revenue fund transferred $1,613,818 to the debt service fund to
cover its debt service cost and $721,967 to the capital projects fund in support of related
capital projects.

The public amenities special revenue type fund transferred $5,550,000 to the capital
projects fund in support of the funds capital related projects.
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The water and wastewater funds transferred $8,500,000 and $1,500,000 to the general
fund as a return on investment, respectively.

The General Fund also transferred $91,864,910 to the School Board component unit,
$244,569 to the Norfolk Redevelopment and Housing Authority component unit and
$2,262,800 to the Community Service Board component unit during the fiscal year.
These amounts are reported as expenses in the primary government’s financial
statements, and revenues in the component unit financial statements.

XV. Recovered Costs

Recovered costs in the General Fund consist of the following:

Public Health Center $ 1,119,222
Information Systems Recoveries 1,842,915
Debt Service Recoveries 415,067
Administrative Costs Recoveries 3,000,196
From Enterprise Funds

HRT Subsidy 4,452,000
Other 3,358,452

Total $ 14,187,852

XVI. Other Liabilities

Other liabilities, as presented in the Fund Financial Statements, consist of the following:
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General Fund - Miscellaneous $ 700,870
General Fund - Accrued expenditures 2,228,641
Special Revenue Fund - Miscellaneous 97,970
$ 3027481

Enterprise Funds:
Water Utility Fund - Due to other governments $ 4,170,200
Water Utility Fund - Miscellaneous 242997
Wastewater Utility Fund - Miscellaneous 554,720
$ 4,967,917

Fiduciary Funds:

Other Agency Funds $ 5613183
Commonwealth of Virginia 31,917
'S 5645100

XVIIl.  Supplemental Appropriations

The following supplemental appropriations were made to the general fund operating
budgets during the fiscal year:

General Fund:
Approved FY 2004-2005 budget $ 700,617,600
Supplemental appropriations from additional revenue:

Reimbursement from the Commonwealth of Virginia for street maintenance projects 223,981

Supplemental appropriations from general fund fund balance:
Additional funds appropriated to cover costs associated with the renovation of the

Attucks Theater 202,000
_
Total supplemental appropriations 425,981
Final budget $ 701,043,581
XVIII. Deferred Revenue

Deferred revenue, as represented in the Fund Financial Statements at June 30, totals
$19,925,648 and is comprised of the following:
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A. Deferred grant funding

In the Grants Fund, deferred revenue represents monies accepted from a grantor
using an advancement method for payments. The amount is reduced and
revenue is recorded when expenditures are incurred in accordance with the
grantors’ requirements. If expenditures are not incurred, the funds will revert
back to the grantors. In the Community Development Fund, the deferred
revenue represents deferred payment rehabilitation loans of $850,633. Deferred
grant funding reported in the combining financial statements for nonmajor
governmental funds at June 30, comprise the following:

Community development $ 850,633

Storm Water - deferred billings 240,031
Total primary government - Special Revenue Funds $ 1,090,664

B. Deferred property tax revenue

Deferred revenue in the General Fund, representing uncollected tax billings not
available for funding of current expenditures as of June 30, 2005 is $18,623,656.

C. Notes receivable

Deferred revenue in the General Fund, representing noncurrent notes receivable
not available for funding current expenditures at June 30, 2005, totals $111,982.

D. Other

Certain items in the General Fund, representing prepaid and/or contributed
revenue that is not available for funding current expenditures at June 30, 2005,

total $99,346.
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XIX. Commitments and Contingencies
A. Capital Projects

Commitments for completion of capital projects in the Business-Type Activities,
authorized at June 30, are as

follows:
Water utility development projects $ 9,801,079
Wastewater utility development projects 12,146,653
Parking facilities development projects 796,317

$ 22,744,049

B. Contingent liabilities

Amounts received or receivable from grant agencies are subject to audit and
adjustment by grantor agencies, principally the federal government. Any
disallowed claims, including amounts already collected, may constitute a liability
of the applicable funds. The amount, if any, of expenditures that may be
disallowed by the grantor cannot be determined at this time, although the
government expects such amounts, if any, to be immaterial.

C. Litigation
The City is a defendant in various lawsuits. Although the outcome of the lawsuits
is not presently determinable, in the opinion of the City’s counsel the resolution of

these matters will not have a material adverse effect on the financial condition of
the City.
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XX.  Surety Bonds and Insurance
Surety Official Amount
Commonwealth of Virginia Sharon McDonald, Commissioner of the Revenue $ 3,000
Thomas W. Moss, Jr., City Treasurer 1,500,000
Robert J. McCabe, Sheriff 30,000
George E. Schaefer., Clerk of the Circuit Court 2,235,000
Total Commonwealth of Virginia $3,768,000
Commonwealth of Virginia All employees of the City Treasurer, Sheriff , Commissioner of
the Revenue, Commonwealth Attorney and Clerk of Court
Performance of Duty Bond $ 500,000
City of Norfolk
Travelers Insurance Co. All City employees $ 500,000

XXI.

Self-insurance and Purchased Programs

The City is exposed to various risks of losses related to torts; theft of, damage to, and
destruction of assets; errors and omissions; injuries to employees; and, natural disasters.
On July 11, 1978, the City established a protected self-insurance program fund,
pursuant to an ordinance adopted by City Council, to cover itself from these risks of
losses. The program provides for the payment of claims liabilities, property losses, and
related expenses covered by a combination of purchased insurance policies and self-
insurance plans. The total of insurance premiums, self-insurance claims, and related
expense payments made during fiscal year 2005 was $7,433,729.

The City currently reports all these activities as part of the risk management function in
the general government section of the General Fund. Claims expenditures and liabilities
are reported when it is probable that a loss has occurred and the amount of that loss can
be reasonably estimated. At June 30, these liabilities were $16,941,135, of which
$3,941,986 represents the current portion anticipated to be paid within a year. Estimated
liabilities, as determined by an actuary, are reported at their present value, using the
expected future investment yield assumption of five percent.
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Changes in the City’s claims liability amount in the fiscal years 2003 through 2005 is as
follows:

Unpaid Incurred Unpaid
Claims Claims Claims
Beginning and Changes Claims End of
Fiscal-year in Estimates Payments Fiscal-year
2003 $16,581,654 $ 6,269,630 $(4,774,287) $18,189,936
2004 18,189,936 6,188,209  (7,357,365) 17,020,780
2005 17,020,780 5,464,863  (5,544,508) 16,941,135

The City in its General Fund has designated $4,728,960 of fund balance to provide for
risks of loss and claims payments that may not be fully covered by purchased insurance
or annual budget appropriations. There have not been any significant reductions in
insurance coverage, and settled claims have not exceeded coverage in any of the past
three fiscal years.

The School Board also participates in the program and its projected present value
assuming a discount rate of five percent liability at June 30, 2005 was $1,394,072. It
also provides payments for its risks of loss through a combination of purchased
insurance policies and self-insurance plans. These losses are funded through the Public
Schools operating budgets and/or the City’s fund balance designation.

Jointly Governed Organizations

A

Hampton Roads Regional Jail Authority (HRRJA)

HRRJA is a regional organization which includes the cities of Hampton, Newport
News, Norfolk and Portsmouth, created for the purpose of providing, operating
and maintaining a regional jail facility for the correctional overflow from each
community. HRRJA is a primary government, with no component units, that is a
body politic and corporate created pursuant to Article 3.1, Chapter 3, Title 53.1 of
the Code of Virginia, as amended, and is governed by a twelve member Board of
Directors, consisting of three representatives appointed by each of the member
cities. The budgeting and financing of HRRJA are subject to the approval of the
Board of Directors, with each individual having a single vote. HRRJA is
responsible for its own financial matters, maintains its own books of account and
is audited annually by independent accountants that it engages.

The participating governments do not have an equity interest in the Authority, and
accordingly, no equity interest has been reflected in the City’s financial
statements at June 30, 2004. Complete financial statements of HRRJA can be
obtained from HRRJA.
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B. Hampton Roads Planning District Commission (the Commission)

A regional planning agency authorized by the Virginia Area Development Act of
1968, was created by the merger of the Southeastern Virginia Planning District
Commission and the Peninsula Planning District Commission on July 1, 1990.
The Commission performs various planning services for the Cities of Chesapeake,
Franklin, Hampton, Newport News, Norfolk, Portsmouth, Poquoson, Suffolk,
Williamsburg and Virginia Beach, and the Counties of Gloucester, Isle of Wight,
James City, Southampton and York. Revenue of the Commission is received
primarily from local governmental (member) contributions and various state and
federal grant programs.

The participating governments do not have an equity interest in the Commission,
and accordingly, no equity interest has been reflected in the City’s financial
statements at June 30, 2005. Complete financial statements of the Commission
can be obtained from the Commission.

C. Tidewater Transportation District Commission (TTDC)

A political subdivision of the Commonwealth of Virginia formed on May 9, 1973,
as a joint exercise of governmental power in accordance with provisions of
Chapter 32 of Title 15.1 of the Code of Virginia. TTDC provides public
transportation facilities and services within the Cities of Norfolk, Portsmouth,
Virginia Beach, Chesapeake and Suffolk, Virginia. Oversight responsibility is
exercised by all of the participating localities through their designated
representatives. Responsibility for the day-to-day operations of TTDC rests with
professional management.

The participating governments do not have an equity interest in TTDC, and
accordingly, no equity interest has been reflected in the City’s financial
statements at June 30, 2005. Complete financial statements of TTDC can be
obtained from TTDC.

XXI111.  Joint Venture
Southeastern Public Service Authority (SPSA)

SPSA is a joint venture of the Cities of Chesapeake, Franklin, Norfolk, Portsmouth,
Suffolk and Virginia Beach and the counties of Isle of Wight and Southampton, created
for the purpose of providing, operating and maintaining a regional system for the
collection, transfer, processing and disposal of solid waste refuse. SPSA is a primary
government, with no component units, that is a public body politic and corporate
created pursuant to the Virginia Water and Sewer Authorities Act, and is governed by

78



XXIV.

CITY OF NORFOLK, VIRGINIA
NOTES TO BASIC FINANCIAL STATEMENTS
June 30, 2005

an eight-member Board of Directors consisting of a representative appointed by each of
the member cities and counties. Budgeting and financing of SPSA is subject to the
approval of the Board of Directors with each representative having a single vote. The
Authority is responsible for its own financial matters, maintains its own books of
account and is audited annually by independent accountants that it engages.

In fiscal years 1990 and 1994, the City guaranteed $12,514,500 (54 percent of
$23,175,000) in refunding bonds, and interest thereon, issued by the SPSA. Under the
guaranty agreements, the City has agreed to make payments to the trustees for deposit
in reserve accounts, if necessary, to maintain in such accounts the sums of the amounts
of interest due on the next succeeding interest payment dates for the bonds and the
amounts required to pay principal of all the bonds maturing on the next July 1. The
Guaranteed Subordinated Revenue Refunding Bonds, Series 1993 (refunding bonds) in
the amount of $10,485,000 refunded SPSA’s $23,175,000 Guaranteed Subordinated
Revenue Refunding Bonds, Series 1989. At June 30, 2005 the outstanding principal
balance of the guaranteed subordinate bonds was $2,385,000. The City’s allocable
portion remains at 54 percent or $1,287,900, with the remaining balance being due
from neighboring localities as follows: Chesapeake - 23 percent; Franklin - 2 percent;
and Portsmouth - 21 percent. On July 1, 2004, SPSA made the final payment of
$2,385,000 on the aforementioned debt, eliminating Norfolk’s contingent liability. The
participating governments do not have an equity interest in the joint venture and,
accordingly, no equity interest has been reflected in the City's financial statements at
June 30, 2005. Complete financial statements of SPSA can be obtained from SPSA.

Related Organizations
A. Norfolk Airport Authority

Norfolk Airport Authority, a political subdivision of the Commonwealth, was
created to operate an airport and to promote industrial growth and consists of both
an Airport Fund and an Investment Fund. The Airport Fund was established by
the Authority to account for the operations of the Norfolk International Airport
(the Airport). Revenue generated by airport operations is used to meet all
operating expenses and to provide for payment of all principal and interest on
debt of the Authority related to the Airport. The Investment Fund was established
by the Authority to provide for certain airport capital improvements. The
Authority finances individual capital projects by issuing bonds or obtaining loans
and intergovernmental grants in its own name and concurrently entering into
leases which provide for payment of all principal and interest on the related
obligations as they become due. Revenue includes rental income on non-airport
property owned by the Authority and interest on investments. The Authority's
Commissioners are appointed by City Council but the Commission designates its
own management and has oversight responsibility for its own fiscal matters. The
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City does not provide funds for the operations of the Authority and, pursuant to
Section 144(q) of the City Charter, the Authority is required to submit its annual
budget to the City Council for the purposes of information only. The City of
Norfolk has the option to reacquire, without consideration, title to all property and
equipment after payment by the Authority of all obligations relating to the
improvements at the Airport.

B. The Economic Development Authority of the City of Norfolk (The Authority)

The Economic Development Authority, a political subdivision of the
Commonwealth of Virginia, was created by ordinance of the City of Norfolk in
1972, pursuant to the provisions of the Economic Development and Revenue Bond
Act of the Commonwealth of Virginia (Title 15.1, Chapter 33, Section 15.1-1373,
et seq., of the Code of Virginia (1950), as amended. It is authorized to acquire,
own, lease and dispose of properties to the end that such activities may promote
industry and develop trade by inducing manufacturing, industrial and commercial
enterprises to locate or remain in the City and further the use of the
Commonwealth's agricultural and natural resources. The Authority is empowered
by the Commonwealth to authorize industrial development bonds and confer tax-
exempt status on interest paid to financial institutions. The Authority acts as an
intermediary between financial institutions and borrowers; it has no responsibility
for borrowers' debt. Although Commissioners are appointed by City Council, the
Commission designates its own management, which is self-sustaining, maintains its
own books of account, engages its own independent accountant, and receives its
revenue from administrative fees charged to borrowers.

C. The Chrysler Museum, Inc. (the Museum)

The Chrysler Museum, a Virginia non-stock, not-for-profit organization, was
formed on January 1, 1980 by incorporating the Chrysler Museum at Norfolk. The
main purpose of the Museum is the advancement, encouragement and promotion of
the study and appreciation of art. The Museum designates its own management,
which is self-sustaining, maintains its own books of account, engages its own
independent accountant, and receives its revenue from administrative fees charged
to visitors and from other independent grants.

D. The Hospital Authority of Norfolk (HAN)
The Hospital Authority of Norfolk, which has a nine-member Board of
Commissioners appointed by City Council, is a tax-exempt, not-for-profit political

subdivision of the Commonwealth created pursuant to an Agreement of Transfer
dated July 1, 1998. HAN operates Lake Taylor Hospital as a long-term care
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facility licensed by the Virginia State health Department to provide a continuum of
patient care ranging from sub-acute hospital services to skilled nursing care.

XXV. Adjustments to Beginning Capital Assets and Net Assts

The City’s beginning capital and net assets in the government-wide statements have
been restated to adjust historical cost and accumulated depreciation for infrastructure
assets as a result of implementing Governmental Accounting Standards Board (GASB)
Statement No. 34, “Basic Financial Statements — and Management Discussion and
Analysis — For State and Local Governments.” The beginning capital and net assets
have also been adjusted to correct an error associated with capitalizing certain public
building improvements for which the City contributed to but does not have title to the
assets. As a result, net and capital assets were reduced by $5,689,302.

The also discovered an error in the Grants Special Revenue Fund and Expendable Trust
Fund related to a transaction posting. As a result, beginning net assets of governmental
activities and nonmajor governmental funds were reduced by $3,178,868.

The School Board discovered an error in calculating prior year depreciation expenses
resulting in an understatement of capital and net assets. As a result, beginning net
assets were restated by $4.6 million.

The School Board also determined that t he acquisition of approximately 150 vehicles

was not properly capitalized in the 2004 fiscal year. As a result net and capital assets
were restated by $2.4 million.

Adjustments to the City’s and Board’s net assets are as follows:

Primary Government School Board
Governmental Governmental
Activities Activities
Net Assets, June 30, 2004 $ 554,737,675 $ 54,838,845
Adjustments (8,868,170) 7,022,999
Net Assets, June 30, 2004, As Restated @ $ 545,869,505 $ 61,861,844

XXVI. Special Items
A. Disaster Related Aid

In fiscal year 2004, the City recorded revenues of $22.2 million in its General
Fund from Federal and State agencies for disaster related aid associated with
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Hurricane Isabel. At June 30, 2004, the City carried a receivable balance of $6.3
million. The Federal Emergency Management Agency (FEMA) had indicated that
the City may only receive partial funding relative to some of the projects
submitted for debris removal and anticipated that approximately $3 million of the
receivable balance was uncertain. In fiscal year 2005, the City wrote off the
uncollected balance of $3.1 million.

B. Land Sales
The City established a special revenue fund entitled the Land Acquisition Fund, for
the purpose of acquiring and disposing of property for urban renewal and

redevelopment purposes. The following land sales occurred in the 2005 fiscal year:

Land Acquisition Fund:

Norfolk Community Hospital Building $ 1,969,050
St. Paul’s Place Property 689,000
Norfolk Public Health Center 2,732,764
Total $ 5,390,814
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Nonmajor Governmental Funds

Special Revenue Funds

The Special Revenue funds are used to account for specific revenues that are legally
restricted to expenditure for particular purposes. The individual special revenue funds
are:

Storm Water Fund: To account for the operation of the environmental storm water management
system, including maintenance of storm water drainage facilities. The costs of providing services
on a continuing basis are partially financed or recovered through user charges to Norfolk
residents and commercial and industrial customers.

Grants Fund: To account for the receipt and disbursement of revenue from such sources as
federal and state agencies, adjacent municipalities, and City matching funds and to finance
special programs that may have reporting periods that do not correspond with the City's fiscal
year.

Community Development Fund: To account for all entitlement funds received under Title | of
the Housing and Community Development Act of 1974, commonly known as the Community
Development Block Grant Program.

National Maritime Center (Nauticus) Fund: To account for the operation of the National
Maritime Center and Battleship Wisconsin tours.

Expendable Trust and Agency Fund: To account for monies held by the City of Norfolk as a
trustee. The resources of this fund are received and subsequently expended in such functions as
public works, parks and recreation and libraries.

Cemeteries Fund: To account for the operation of the City of Norfolk cemeteries.

Emergency Operations Center/911 Fund: To account for the operation of the City of Norfolk
emergency operations center/911.

Golf Fund: To account for the operation of the City of Norfolk’s golf courses.

Land Acquisition Fund: To provide resources to assemble land that is in the public interest.

Public Amenities Fund: To promote cultural and entertainment activity in the downtown area.

Towing & Recovery Operations Fund: To improve neighborhood livability by providing reliable
dispatching of towing services, storage of vehicles and recovery or disposal of vehicles.




Nonmajor Governmental Funds (Con’t)

Tax Increment Financing Fund: To account for debt service requirements for the Section 108
Loan and property tax collections within the Broad Creek Renaissance Tax Increment Financing
District.

Permanent Fund

The Permanent funds are used to report resources that are legally restricted to the extent that only
earning, not principal, may be used for purposes that support the reporting government’s
programs. The City’s permanent fund (non-expendable trust) is used to account for the perpetual
care and endowed care at certain City-owned cemeteries.
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OTHER REPORTS OF
INDEPENDENT AUDITORS’




McGladrey & Pullen

Certified Public Accountants

Independent Auditor’s Report

on Internal Control Over Financial Reporting and on
Compliance and Other Matters Based on an Audit of
Financial Statements Performed in Accordance With
Government Auditing Standards

To the Honorable Members of the City Council
Norfolk, Virginia

We have audited the financial statements of the governmental activities, the business-type activities, the aggregate
discretely presented component units, each major fund, and the aggregate remaining fund information of the City of
Norfolk, Virginia as of and for the year ended June 30, 2005, which collectively comprise the City of Norfolk’s basic
financial statements, and have issued our report thereon dated October 21, 2005. We did not audit the financial
statements of Norfolk Redevelopment and Housing Authority (‘“NRHA”), which represents approximately 71% and
23% respectively, of the assets and revenues of the aggregate discretely presented component units of the City of
Norfolk, Virginia. Those financial statements were audited by other auditors whose report thereon has been
furnished to us, and our opinion, insofar as it relates to the amounts included for NRHA, is based on the report of the
other auditors. We conducted our audit in accordance with auditing standards generally accepted in the United
States of America, the standards applicable to financial audits contained in Government Auditing Standards, issued
by the Comptroller General of the United States and the Specifications for Audits of Counties, Cities and Towns,
issued by the Auditor of Public Accounts of the Commonwealth of Virginia.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the City of Norfolk’s internal control over financial reporting in
order to determine our auditing procedures for the purpose of expressing our opinions on the financial statements
and not to provide an opinion on the internal control over financial reporting. However, we noted certain matters
involving the internal control over financial reporting and its operation that we consider to be reportable conditions.
Reportable conditions involve matters coming to our attention relating to significant deficiencies in the design or
operation of the internal control over financial reporting that, in our judgment, could adversely affect the City of
Norfolk, Virginia’s ability to initiate, record, process, and report financial data consistent with the assertions of
management in the financial statements. The reportable conditions are described in the accompanying schedule of

findings and questioned costs as Item 05-1, 05-2, 05-3 and 05-4.

McGladrey & Pullen, LLP is @ member firm of RSM tntemational,
an affiliation of separate and independent legal entities.
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A material weakness is a reportable condition in which the design or operation of one or more of the internal control
components does not reduce to a relatively low level the risk that misstatements caused by error or fraud in amounts
that would be matenal in relation to the financial statements being audited may occur and not be detected within a
timely period by employees in the normal course of performing their assigned functions. Our consideration of the
internal control over financial reporting would not necessarily disclose all matters in the internal controf that might be
reportable conditions and, accordingly, would not necessarily disclose all reportable conditions that are also
considered to be materal weaknesses. However, we consider reportable conditions 05-1, 05-2 and 05-3 described

above, to be material weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City of Norfolk's financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts
and grant agreements, noncompliance with which could have a direct and matenal effect on the determination of
financial statement amounts. However, providing an opinion on compliance with those provisions was not an
objective of our audit and, accordingly, we do not express such an opinion. The results of our tests disclosed no
instances of noncompliance or other matters that are that are required to be reported under Government Auditing

Standards.

We also noted certain additional matters that we reported to management of the City of Norfolk in a separate letter
dated October 21, 2005.

This report is intended solely for the information and use of the city council, management, federal awarding agencies
and pass-through entities and is not intended to be and should not be used by anyone other than these specified

parties.
%d% / /xoZ&.(_/ Lo

Greensboro, North Carolina
October 21, 2005
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McGladrey & Pullen

Certified Public Accountants

independent Auditor’s Report

on Compliance With Requirements Applicable to Each
Major Federal Program and on Internal Control

Over Compliance in Accordance With OMB Circular A-133

To the Honorable Members of the City Council
Norfolk, Virginia

Compliance

We have audited the compliance of the City of Norfolk, Virginia, with the types of compliance requirements described
in the U. S. Office of Management and Budget (“OMB”) Circular A-133, Compliance Supplement that are applicable-
to each of its major federal programs for the year ended June 30, 2005. The City of Norfolk’s major federal programs
are identified in the summary of auditor’s results section of the accompanying schedule of findings and questioned
costs. Compliance with the requirements of laws, regulations, contracts and grants applicable to each of its major
federal programs is the responsibility of the City of Norfolk's management. Our responsibility is to express an opinion
on the City of Norfolk’s compliance based on our audit.

The City of Norfolk’s basic financial statements include the operations Norfolk Redevelopment and Housing Authority
(“NRHA"), which is one of the discretely presented component units of the City of Norfolk. Our audit, described
below, did not include the operations of NRHA, a discretely presented component unit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the United States
of America; the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptrolfer General of the United States; and OMB Circular A-133, Audits of States, Local Governments, and Non-
Profit Organizations. Those standards and OMB Circular A-133 require that we plan and perform the audit to obtain
reasonable assurance about whether noncompliance with the types of compliance requirements referred to above
that could have a direct and material effect on a major federal program occurred. An audit includes examining, on a
test basis, evidence about the City of Norfolk's compliance with those requirements and performing such other
procedures as we considered necessary in the circumstances. We believe that our audit provides a reasonable
basis tor our opinion. Our audit does not provide a legal determination on the City of Norfolk's compliance with those

requirements.

McGladrey & Pullen, LLP is a member firm of RSM Intemational,
an affifiation of separate and independent legal entities.
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In our opinion, the City of Norfotk complied, in all material respects, with the requirements referred to above that are
applicable to each of its major federal programs for the year ended June 30, 2005. However, the resuits of our
auditing procedures disclosed instances of noncompliance with those requirements, which are required to be
reported in accordance with OMB Circular A-133 and which are described in the accompanying schedule of findings
and questioned costs as items 05-5, 05-6 and 05-7.

Internal Control Over Compliance

The management of the City of Nortolk is responsible for establishing and maintaining effective internal control over

compliance with requirements of laws, regulations, contracts and grants applicable to federal programs. In planning
and performing our audit, we considered the City of Norfolk’s internal control over compliance with requirements that
could have a direct and material effect on a major federal program in order to determine our auditing procedures for

the purpose of expressing our opinion on compliance and to test and report on internal controf over compliance in

accordance with OMB Circular A-133.

Our consideration of the internal control over compliance would not necessarily disclose all matters in the internal
control that might be material weaknesses. A material weakness is a reportable condition in which the design or
operation of one or more of the internal control components does not reduce to a relatively low level the risk that
noncompliance with applicable requirements of laws, regulations, contracts and grants caused by error or fraud that
would be material in relation to a major federal program being audited may occur and not be detected within a timely
period by employees in the normal course of performing their assigned functions. We noted no matters involving the
internal control over compliance and its operation that we consider to be material weaknesses.

This report is intended solely for the information and use of the city council, management, federal awarding agencies
and pass-through entities and is not intended to be and should not be used by anyone other than these specified

parties.
%4%&&7 / //«,Z&%/ Lo~

Greensboro, North Carolina
Octaber 21, 2005
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City of Norfolk, Virginia

Schedule of Findings and Questioned Costs
Year Ended June 30, 2005

[ - Summary of Independent Auditor's Resuits

Financial Statements

Type of auditor's report issued: Unqualified
Internal control over financial reporting:
Material weakness(es) identified? X Yes No
Reportable condition(s) identified that are
not considered to be material weakness(es)? X Yes None Reported
Noncompliance material to financial statements noted? Yes X No
Federal Awards
Internal control over major federal programs:
Material weakness(es) identified? Yes X No
Reportable condition(s) identified that are not
considered to be material weakness(es)? Yes X None Reported

Type of auditor's report issued on compliance for
major federal programs: Unqualified

Any audit findings disclosed that are required
to be reported in accordance with Section .510(a)

OMB Circular A-133? X  Yes No

Identification of major federal programs:
Program Name CFDA
Medical Assistance 93.778
Child Day Care Cluster 93.575 and 93.596
HIV/AIDS 93.914
Foster Care Title IV-E 93.658
Title IV-B Cluster 84.027 and 84.173
Teacher & Principal Training 84.367
Dollar threshold used to distinguish between

type A and type B programs: $ 2,601,066
Auditee qualified as low-risk auditee X  Yes No

(Continued)
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City of Norfolk, Virginia

Schedule of Findings and Questioned Costs (Continued)
Year Ended June 30, 2005

ll. Financial Statement Findings

MATERIAL WEAKNESS IN INTERNAL CONTROL

Finding 05-1

Criteria: A governmental entity is required by generally accepted accounting principals to calculate and
record depreciation on capital assets using any established depreciation method. Capital assets
considered to be construction in process should be closed out when completed and moved to a
depreciable asset and assets disposed of should be removed from the capital asset calculation.

Condition: Capital asset software does not appear to adequately close out the projects from construction
in progress when they are considered to be complete and moved over to a depreciable capital asset,
thereby doubling up on the amount of certain capital assets in the prior year. Also assets were

disposed of in the prior year along with the related accumulated depreciation but were still

included in capital assets in the prior year.
Effect: Incorrect amounts were reported as capital assets in the amount of $5,689,302.

Cause: Deficiencies in internal controls within reviewing the amounts moved from construction in
progress to a depreciable asset and proper removal of assets once they are disposed.

Recommendation: Immediate change to the type of system used to keep track of the capital assets
and implement a process for reviewing amounts generated by the system to ensure adequate

representation of capital assets.

Management Response: Management concurs with the finding. This finding has been corrected and
the prior year's capital asset balance was restated. We are in the process of acquiring a new accounting
system that can handle our fixed and capital asset tracking requirements. Until then, we have instituted

new control procedures.

(Continued)
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City of Norfolk, Virginia

Schedule of Findings and Questioned Costs (Continued)
Year Ended June 30, 2005

ll. Financial Statement Findings

MATERIAL WEAKNESS IN INTERNAL CONTROL

Finding 05-2

Criteria: Financial statements for governmental funds should be presented using the current
management focus and the modified accrual basis of accounting. Revenues should be
recorded in the period in which they become available and measurable.

Condition: A detailed reconciliation of the prior year special revenue funds yielded an incorrect posting of
a journal entry to the fund related to grant funding.

Effect: Material restatement of the numbers represented in the prior year special revenue fund in the
amount of $3.1 million.

Cause: Deficiencies in the design or operation of intemal control over the review of entries posted for the
reimbursement of certain expenditures incurred.

Recommendation: All entries should be reviewed by various levels of management. Report type
entries made at the last minute should be reviewed by upper level management to determine that the
entry is appropriate given the circumstances.

Management Response: We concur. The finding has been corrected and proper review
procedures instituted.

(Continued)
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City of Norfolk, Virginia

Schedule of Findings and Questioned Costs (Continued)
Year Ended June 30, 2005

Financial Statement Findings

MATERIAL WEAKNESS IN INTERNAL CONTROL

Finding 05-3

Criteria: A governmental entity is required by United States generally accepted accounting principles to calculate
and record depreciation on capital assets using any established depreciation method. Capital assets should
be depreciated over their estimated useful lives.

Condition/Context: The School Board converted to a new accounting software package in the current year.
Previously, depreciation was calculated on assets grouped by lots. Depreciation of each lot was based on a
single placed in service date regardless of the age of the assets grouped in the lot. The new accounting
software calculates depreciation on individual assets. In the new system, asset lots accumulate the
depreciation of the assets within the lot. Accordingly, the two systems calculated different amounts of
accumulated depreciation at year-end. Since the new system calculates depreciation by asset, the School
Board determined the previous method of calculating depreciation to be incorrect.

Effect: Incorrect amounts were reported as depreciation expense and accumulated depreciation in prior years.
The calculated accumulated depreciation difference as of July 1, 2004 amounted to approximately $4.5 million.

Cause: Significant deficiencies in the design of the capital asset system.

Recommendation: We recommend that the Board implement additional controls and procedures regarding
management estimates effecting financial reporting.

Management Response: Management concurs with the finding. This is a one-time occurrence that was

identified by management during the transition to a new financial accounting system. This finding has been
corrected and assets are depreciated within MUNIS on an individual basis. The prior year Net Assets were restated.

(Continued)
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City of Norfolk, Virginia

Schedule of Findings and Questioned Costs (Continued)
Year Ended June 30, 2005

Financial Statement Findings

Finding 05-4

Criteria: An entity is required by generaily accepted accounting principles to record capital assets with a
useful life of greater than one year, and cost above the entity’s capitalization policy, when it is placed in
service, and to depreciate such assets over the estimated useful life.

Condition/Context: During the year, the School Board’s capital assets (school buses) were capitalized after

they were placed in service. These assets were expensed in prior periods, instead of being capitalized as
required by US GAAP. The controls in place to identify such assets failed to detect these assets in a timely
manner for capitalization and the proper safeguarding of these assets.

Effect: Capital assets were not capitalized in a timely manner in accordance with US GAAP.
Safeguards of such assets were mitigated due to the entity not knowing or having a record of these assets.
items identified amounted to approximately $2.4 million.

Cause: Significant deficiencies in the design or operation of the internal control of the detection and

potential capital assets as they are reviewing the cash disbursement reports. They are supposed to “flag”

the invoices so that they can be pulled out for review by employees responsible for capital assets. This control
failed due to these employees not identifying capital assets in the review of invoices and cash disbursements.

Recommendation: We recommend that the Board implement proper controls and procedures regarding items
that have the potential of being capitalized, and reduce the amount of human judgment as much as possible.
For vendors whom the entity regularly purchases items over the $5,000 threshold, have the system
automatically "flag" these vendors so that the employees who handle fixed assets can review the invoices
and make the determination whether or not to capitalize the assets on the invoice.

Management Response: Management concurs with the finding. The delay in recording the assets
(school buses) was due to the delay in receiving the official titles for ownership. The appropriate "flags" will
be set in the new MUNIS system. The prior year Net Assets were restated.

(Continued)
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City of Norfolk, Virginia

Schedule of Findings and Questioned Costs (Continued)
Year Ended June 30, 2005

llt - Federal Award Findings and Questioned Costs

Finding 05-5
Category: Eligibility
Grant: Medical Assistance 93.778

Criteria: Adequate documentation should be included in a recipients file.

Condition: Inadequate documentation is maintained in many of the recipients' file to support changes or any other
condition related to the administration of the program. This has been a comment by the State of Virginia
during their review of the program administration.

Effect: More time spent tracking down information to support eligibility for a recipient or potential
individual determined to be eligible when they should not.

Cause: Lack of self reviews of the file by the locality and the individuals determining the eligibility.

Questioned costs: Appears to be none since the information was in the State's ADAPT system and the
information that was in the case file was tied to the ADAPT system. The State has not mandated any
payback of funding based on their review.

Recommendation: Staff involved with determining eligibility should ensure that all documents are
maintained in the files by performing a self review of the file. All documentation relevant to the
recipient if not in the State's system should be maintained in the file.

Management Response: Management agrees with the finding.

(Continued)
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City of Norfolk, Virginia

Schedule of Findings and Questioned Costs (Continued)
Year Ended June 30, 2005

Il - Federal Award Findings and Questioned Costs (Continued)

Finding 05-6
Category: Eligibility
Grant: Medical Assistance 93.778

Criteria: All files where an individual was determined to be eligible or ineligible should be
maintained and available for review.

Condition: Two of the thirty-five files that were examined could not be located for review.

Effect: It was determined by the State's ADAPT system that these missing case files were denied
benefits but based on the State's random moment sampling of time for eligibility for this program,
the locality could have received a reimbursement for the time the staff spent on the case file.

Also, the information could have possibly been entered incorrectly into the ADAPT system and a
review of the file could have determined the recipient(s) to be eligible for assistance.

Cause: Misplaced file by the staff or locality.

Questioned costs: None since program administrative cost are reimburseable whether or
not the applicant is approved or denied benefits.

Recommendation: Staff should ensure that all files are placed back in their respective work stations
before leaving each night and any files where the eligibility has been determined to be denied should

be located at a central area.

Management Response: Management agrees with the finding.

(Continued)
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City of Norfolk, Virginia

Schedule of Findings and Questioned Costs (Continued)
Year Ended June 30, 2005

Il - Federal Award Findings and Questioned Costs (Continued)

Finding 05-7
Category: Eligibility
Grant: Medical Assistance 93.778

Criteria: Recipients must be redetermined every 12 months to determine that they are still
eligible for assistance.

Condition: One of the thirty-five recipients picked for review was not redetermined within the
Medicaid programs' required 12 month cycle.

Effect: Since the benefits are paid directly by the State of Virginia then this recipient could be
receiving payments for which they are no longer eligible.

Cause: Lack of reviews of cases that are coming up for redetermination.

Questioned costs: Appears to be none for the locality since the only funding for the locality is a
reimbursement for the time that an individual spends on the file and in this case no time was spent

in the current year on the case.

Recommendation: The locality should review the ADAPT's system to see if there are any cases
where a redetermination has been missed and schedule a redetermination at that moment. |f
possible, review the listing each month to determine ones that will be coming up for redetermination
in the following two months and send out appropriate letters to the recipients.

Management Response: Management agrees with the finding.
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City of Norfolk, Virginia

Corrective Action Plan
Year Ended June 30, 2005

Financial Statement Findings

Finding 05-1:

Name of Contact Person: Steve de Mik, Director of Finance

Corrective Action: See "Management Response” in Section Il - Financial Statement Findings
Proposed Completion Date: Immediately
Finding 05-2:

Name of Contact Person: Steve de Mik, Director of Finance

Corrective Action: See "Management Response” in Section I - Financial Statement Findings

Proposed Completion Date: Immediately

Finding: 05-3
Name of Contact Person: Frederick J. Schmitt
Chief Finance Officer, School Board
Corrective Action: See “Management Response” in Section Il - Financial Statement Findings.
Proposed Completion Date: Immediately
Finding: 05-4
Name of Contact Person: Frederick J. Schmitt
Chief Finance Officer, School Board
Corrective Action: See “Management Response” in Section )l - Financial Statement Findings.
Proposed Completion Date: Immediately

(Continued)
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City of Norfolk, Virginia

Corrective Action Plan
Year Ended June 30, 2005

Federal Award Findings
Finding 05-5:

Name of Contact Person: Steve de Mik, Director of Finance

Correction Action: See "Management Response” in Section Il - Financial Statement Findings

Proposed Completion Date: Immediately

Finding 05-6:

Name of Contact Person: Steve de Mik, Director of Finance

Correction Action: See "Management Response” in Section Il - Financial Statement Findings
Proposed Completion Date: immediately
Finding 05-7:

Name of Contact Person: Steve de Mik, Director of Finance

Correction Action: See "Management Response" in Section Il - Financial Statement Findings

Proposed Completion Date: Immediately
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City of Norfolk, Virginia

Corrective Action Plan
Year Ended June 30, 2005

Federal Award Findings
Finding 05-5:

Name of Contact Person: Steve de Mik, Director of Finance

Correction Action: See "Management Response” in Section Il - Financial Statement Findings

Proposed Completion Date: Immediately

Finding 05-6:

Name of Contact Person: Steve de Mik, Director of Finance

Correction Action: See "Management Response” in Section !l - Financial Statement Findings
Proposed Completion Date: Immediately
Finding 05-7:

Name of Contact Person: Steve de Mik, Director of Finance

Correction Action: See "Management Response” in Section Il - Financial Statement Findings

Proposed Completion Date: Immediately
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